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ECONOMIC RECONSTRUCTION : FOREIGN AND DOMES- 
TIC INVESTMENTS 


ANNUAL ADDRESS OF THE PRESIDENT 


Joun R. Commons 
The University of Wisconsin 


The doctrine of laissez faire had a practical and a theoretical 
origin. On the practical side was the inefficiency and the autoc- 
racy of government. On the theoretical side, the doctrine of the 
Law of Nature and the natural rights of the individual. 

It needed no proof in the eighteenth century that government 
was incompetent and despotic. The fact stood out in every at- 
tempt of the middle classes to take advantage of the discovery 
of America, of the new expansion of markets, and the new in- 
ventions of machinery. 

Great Britain, by the accident of her island more than the 
theory of her philosophers, proved that, in order to conquer and 
settle the New World, to expand her markets, to invent and use 
machinery, government does most when it does least. The west- 
ward ho! of Britain’s free-booters and discoverers, the eastern 
and westward conquests of the Plymouth, the London, the East 
India, and other companies of “adventurers”—in short, the pri- 
vate initiative and private capital of her ungoverned subjects 
gave to England a navy and an empire. Then, when her inventors 
and manufacturers escaped from the governmental regulation of 
the town gilds to the unregulated open country of Manchester 
and Birmingham, it was private initiative and private capital that 
gave to England her wealth and a world market. 

Finally Adam Smith, borrowing from France the philosophy 
of a benevolent law of nature, the rule of Universal Reason, justi- 
fied in theory what England had already demonstrated in practice. 

And so England, by her happy experiment, got the start of 
the rest of Europe by one or two hundred years, but tied herself 
to a theory of laissez faire which assumed that the conditions 
would always hold the same. The experiment and its theory have 
brought her, indeed, the wealth of nations, but the theory put her 
asleep while another experiment and another theory were shaping 
themselves to snatch her wealth and perpetuate her sleep. 

The theory of the beneficent Law of Nature started from the 
hypothesis of both the incompetency and the autocracy of gov- 
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state, with the minimum expenditure from the resources of the 
state. Govern the people, not by liberty, but by psychology; not 
by reason, but by scientific management; not by laws of nature, 
but by inducements to human nature. 

So we today are seeing the clash for control of the world be- 
tween these two great experiments and their two appropriate 
theories. On the one side is laissez faire, keep hands off, the doc 
trine that weakens the power of the state to enhance the liberty 
of the individual. On the other the doctrine of power that 
strengthens the state through scientific and economical manage- 
ment of individuals. 

Whatever the outcome, today is a day of reconstruction—re- 
construction of theory and reorganization of practice. 

The underlying theory of all the political and social sciences 
is the theory of value. I need not say that economic theory rests 
upon the laissez-faire philosophy of Adam Smith and the eight- 
eenth century. It rests upon the isolated and ungoverned indi- 
vidual seeking the highest net income for himself. Sociologists, 
in recent years, have done much towards devising a social theory 
of value, and economists have profited thereby.{ But there is 
needed also a political or juristic theory of value. 

The latter has already been rising up out of our American 
democracy and the decisions of the Supreme Court of the United 
States. In the decisions establishing the power of the state to 
make special assessments on account of the value of special bene- 
fits; then in the so-called unit rule of taxation on the total value 
of public utility property; then in the quite opposite valuation 
of public utilities for purposes of rate regulation; in these and 
other decisions peculiar to our American system the Supreme 
Court of the United States goes back to a theory of value as a 
contest of power between individuals and classes in the community. 
A court of law, unlike the economist, begins its theory of value 
from the standpoint of two opposing litigants, representing two 
opposing classes, with opposing rights and duties, instead of an 
isolated individual exploiting nature which is the state without 
rights or dutics. Out of these contests of legislatures with courts, 
and of litigants with litigants, over value as power has come, not 
a laissez-faire theory of value resting on the psychology of business 
in a state of nature, but a juristic or political theory of value, 
resting on the struggles of American democracy for economic 
power and liberty through politics. It is a theory whose starting 
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The weakness of the theory is its immaturity and its inefficiency. 
The pork-barrel theory is not wholly false. It established for the 
nineteenth century the truth, as we see it in America, that the 
state exists for the sake of its individuals. 

But the theory is a half truth. Nature may endow the indi 
vidual with rights, but she does not seem to burden the same 
individual with duties. The duties are imposed on other persons. 
But if rights proceed, not from nature, but from the state, then the 
very act that grants a right imposes an equivalent duty in con- 
templation of it. This we now have begun to recognize. The 
equivalent duty is not only on other persons to respect the right, 
it is on the person who has the right to vindicate himself. 

This is the missing half of the pork-barrel theory. It was not 
missed particularly in the nineteenth century, when those who did 
not have rights of property could move west and get them. It is 
missed in the twentieth century when those who are short on rights 
are compelled to make terms with those who have them. And it 
is this other half of the doctrine that has already begun, in the 
nineteenth century, to force its way up and to offset both the 
natural rights of the individual and the pork-barrrel theory of 
the state. 

At the very height of the victorious westward sweep of the doc- 
trine of natural rights, the Supreme Court of the United States, 
in the “Granger” railroad cases, went to an extreme limit in 
denying it, for, according to that decision, the property of indi- 
viduals affected by a public use rests, not on their natural rights, 
but on their power to persuade the voters at the elections. Since 
that time almost every class of property, in one direction or an- 
other, has become affected by a public use and the election returns. 

Along with these decisions have come those which established 
the so-called unit rule of taxation. A public utility corporation 
is no longer assessed merely on its physical property, such as 
buildings, lands, and houses, but on the capitalized value of its 
total earning power as a unit—on the market value of its stock 
and bonds. 

Likewise with the theory of assessment for special benefits. 
This peculiarly American doctrine springs from the instinctive 
practice of American democracy. When a local government 
a city, town, or village—constructs a public improvement, say 
a street or a highway, the cost of construction may be assessed, 
not against all of the taxpayers, but against those whose property 
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consequently the expected reward to speculation could not be 
excessive. In the later period the increase in value of resources 
comes to be limited only by the low rates of interest that investors 
are willing to accept. ‘The lower the rate of interest the higher 
the price the investor is willing to pay for the property that 
yields the interest. In the early period speculation served to 
develop new resources. ‘The nation could afford the high excep- 
tional rewards, for they added to the national wealth. In the 
later period it served to force up the values of resources already 
owned, and in so far does not add to the national wealth, but to 
the power of owners to extract a share from the national income. 

Yet there remained still another source of speculative profits. 

It was the consolidations, under combinations and trusts, of re- 
sources already developed. ‘The trust financing of later years 
could afford to pay high prices for established plants and still 
leave a speculative profit, by reason of their new economies and 
their new power over prices. 
\ But now this source of speculation is also closing. The former 
low speculative values, with their expectation of high profits, are 
swallowed up by high investment values satisfied with relatively 
low rates of interest. Consequently, within the past decade or 
two, it is towards Mexico, Canada, China, Central and South 
America, Africa or Russia, where the speculative investment is 
low, that American capital has begun to look for high profits and 
future increases in the value of property. The frontier has moved 
out of our own country and the speculative values of the future 
are in the backward countries of the earth. 

Here the government again is brought in. If these speculative 
values are to be realized, it will be because they are protected by 
the diplomacy and ultimately by the military power of the state. 
If thus protected, then the stocks and bonds that represent the 
low speculative values of these foreign holdings will be sold to 
our own people at high investment values based on the lower rates 
of interest which investors get at home. Thus the vested right 
to military protection abroad will grow with what it feeds upon. 

Surely, our government rightly hesitates before it ventures out 
on this new frontier. It may be that our demand for the “open 
door” will force us hereafter to join with Europe in the protection 
of investments in backward countries. An enduring world peace 
can scarcely be looked for without both the open door and military 
protection for such investments. And this, of course, means op- 
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new capital. Private capital will not invest at the low rates of 
profit allowed under government regulation. Rather should we 
say, private financiers will not undertake to collect the needed 
capital from investors unless they are allowed the speculative 
values of future unregulated profits. 

I need not enlarge upon the reasons for which government has 
eliminated speculation in the railroad business. It was closely 
connected with the effort to do away with discriminations. Pri 
vate speculation does not go where service is needed the most, but 
where the returns are highest. Consequently the private financier 
seeks the business of the great corporation or the great city: and 
this, instead of mainly developing the country, mainly adds to 
the values already developed. 

The next step was inevitable: that of limiting the profits as a 
whole by regulating the entire schedule of rates. And it is this 
that stands in the way of obtaining the one or more billions of 
capital needed every year in order to catch up with the growth 
of the country. 

Our experience in this respect is not different from that of 
other countries. It has been mainly the fact that private finan- 
ciering could not get the capital needed for the national neces 
sities, whether military or industrial, that has forced other 
countries either to subsidize railways, or to guarantee their stocks 
and bonds, or to purchase them outright. 

One or another of these methods we must look to as inevitable. 
A general increase in freight rates offers no assurance either that 
the new capital will be obtained, or, if obtained, that it will be 
used where it is needed for the development of the country. 

The same is true also if the railroads are subsidized or if in- 
terest on the new capital is guaranteed. The main object is to 
take out of the hands of the speculative financier the power to 
decide where the new extensions shall be built, the new terminals 
be provided, the new rolling stock be furnished. This is already 
done in some states in a negative way by giving to the state com 
missions power to veto issues of stocks and bonds, or to prohibit 
duplication of lines. But it is not done in the positive and neces 
sary way of ordering new lines to be built where the country most 
needs them. Whether the state subsidizes or guarantees or owns 
the railroads, it must be the government that decides positively 
where the money shall be spent. 

But in all of these cases of proposed internal development, the 
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The problem of getting new capital for economic reconstruction 
after the war is the serious problem thrown upon us by the war. 
Already the warring nations have begun to stagger under the 
load of debt for military purposes. The burden of debt means 
heavy taxes. New sources of revenue must be found. These 
taxes may be levied in such a way as to burden industry and 
handicap private enterprise, or in such a way as to place the 
burden on various kinds of excess profits, unearned increments, 
and special benefits. The latter tends to reduce the taxes on new 
capital, going as far in some cases as to exempt it altogether 
from taxation, and so to unburden industry and invigorate private 
enterprise. This is the lesson taught by the American system 
of special assessments on account of special benefits. Capital is 
raised for public improvements, not by burdening the investor, but 
by taxing an unearned increment. 

But it is not only new sources for obtaining capital that the 
war has forced us to seek; it is also a new way of telling where 
it shall be invested when found. Here the war has also forced 
the method upon our attention. It notifies us that the doctrine 
of laissez faire is dead. The nation that killed it now threatens 
to build world empire on the others that did not know it was dead. 
In whatever direction we look, even in our own country, we see 
interested parties arranging its funeral. And it is dead just be- 
cause it cannot secure new capital to be invested where either 
the nation or those directly interested want the investment to be 
made. If it is the foreign export of products that we want, then 
the nation must provide a merchant marine by means of taxes 
or subsidies, If it is the open door for foreign investment and 
export of capital to backward countries that we want, then the 
nation must tax or bond itself for armies and navies to protect 
those investments. And if it is the development of our own re- 
sources that we want, by means of highways, railways, rural credit, 
reclamation, or industrial education, then the nation again must 
tax itself or bond itself or guarantee private bonds in order to 
subsidize the needed improvement. 

Laissez faire is dead, and the only question is, where shall the 
state employ its taxing power and its borrowing power in order 
both to get and to invest the new capital? 

If the foregoing analysis of American theories of value, of 
property, and of sovereignty, has significance, it lies in this: that 
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example we must avoid. Rather are they the processes by which 
Germany is mastering the world. Germany is forcing us to bi 
come a great military and naval power. What if she forces us to 
become an efficient industrial power? 

It depends on the purpose. Modern industry is much alike in 
all countries and its conditions of efficiency are much the same. 
But the purposes for which it is used may differ. If our purposé 
is to make use of our people in order to gain more power for the 
state over other nations, then, as contributing to that purpos: 
we shall raise capital by taxation and invest it in navies and arma 
ments and shall back up speculative investments abroad. If our 
purpose is to open up our own resources for future billions of 
surplus capital and for future millions of population, then we 
shall raise capital, also largely by taxation, but shall invest it 
in those basic industries which no longer can be left to speculation. 

Only government can choose which of these purposes shall be 
first. The will of the state decides. And already have American 
democracy and the Supreme Court begun to point out both the 
theory and the practice by which the American government may 
give a preference to domestic investment over foreign investment. 
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the chief determinant of invested capital. In essence there is little 
difference between an income and a capital basis. But there is a 
vast difference between a war-profits and a supernormal incon 
tax. 

One important aspect of this difference has to do with the pos 
sible permanence of the tax. If we measure the excess to be taxed as 
the difference between income during the war and the income just 
before the war, the tax is essentially temporary. The basis would 
become more illogical with each passing year and the tax would 
be likely to disappear with the war which created it. But if we 
succeed in determining what is the normal income (either as a 
percentage of the invested capital or in any other way) and lay 
the tax upon the net income in excess of that normal return, we 


have a tax that may permanently endure. It represents, as it 
were, the share of the state in the “supernormal” success of every 
business enterprise. It measures roughly the value of the 


facilities, opportunities, and environment provided by the com- 
munity. 

The excess-profits tax is primarily a business tax and its real 
nature can best be explained by a consideration of the most search 
ing criticism directed against it: the criticism that it violates the 
great principle of ability to pay. Let me borrow an illustration 
and a discussion which I have used elsewhere. Here are two cor- 
porations each with the same capital and the same net earnings, 
but corporation A is owned by a large number of small investors 
(workingmen and mechanics, perhaps), while corporation B is 
owned by a few millionaires. Drastic taxes upon the profits of A 
and B will have very different effects upon the two sets of stock 
holders. The mechanics and workingmen who jointly own cor 
poration A will be deprived of extra war dividends which they may 
really need to meet the increased cost of living; whereas the 
owners of B will merely be deprived of unnecessary luxuries or 
the wherewithal to make new investments. The challenge or 
criticism under discussion amounts then to this: that an income 
or excess-profits tax of any variety upon a business unit is il 
logical; that its principal incidence and burden are upon the stock 
holders; that there may be relatively strong stockholders in weak 
corporatious and very weak stockholders in strong corporations ; 
that so far as possible we should avoid the intermediary, the go 
between, and employ only the personal income tax. At the basis 
of this criticism will be found an assumption, conscious or un- 
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will be used by the opponents of protection as a financial antidote. 
The needed revenues can be raised—it will be asserted—more 
equitably by direct taxes upon supernormal income than by in- 
direct taxes trenching upon the necessities of the poor. 

But the curious fact is, that if protectionistic doctrines prevail, 
the ease will be just as strong for the excess-profits tax. If the 
government by taxing the people to protect American industry 
helps to bring exceptional profits to particular industries, there 
will arise a vigorous demand to take back some of these profits for 
the benefit of the people which taxes itself to protect private in- 
dustry. I make no prophesies and express no settled conclusions. 
But next in importance to winning this war is the maintenance of 
a liberal and democratic financial policy during the reconstruction 
period which must follow the war. The much discussed question 
of bonds versus taxes in war finance is not only less important 
than the general character of the tax system which is to follow the 
war, but the solution of the bond question depends upon the char- 
acter of our postbellum tax policy. 

It is sometimes said that the country which imposes an excess- 
profits tax after the war will so hamper its business as to deny 
it any share in the international trade of the world—in short, 
that it will place domestic industry at a disadvantage in compet- 
ing with foreign industry. 

Whether this criticism be sound or unsound depends on many 
factors, among which must be included the relative burden of all 
taxation in this country as contrasted with the similar aggregate 
burden in foreign countries; the equity and care with which this 
and other taxes are formulated and administered; most of all upon 
the truth of the theory upon which the tax rests. It is asserted that 
the success of business enterprise depends, in part, upon the help- 
ful coéperation of the state. This is either genuine truth or poli- 
tical humbug. If it is a genuine truth, business can afford to 
pay for the assistance rendered by the state. If it is merely 
hollow rhetoric, American business enterprise will fall befor: 
foreign competitors which have the real support of their respec- 
tive governments. 

Moreover, the excess-profits tax may in the future serve ap- 
preciably to allay hostility to big business, by making the peopl 
a partner in the success of business enterprise. As pointed out 
several years ago by Henry C. Adams, such a tax fits in har- 


moniously with the policy of rate regulation or price regulation. 
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ment income, excepting certain royalties which vary with prices, is 
not abnormally high at the present time. It would, if subject to 
excess-profits tax, escape under the 7-9 per cent deduction; and 
the inclusion of the principal in “invested capital” would operat: 
to reduce the tax from other sources. England explicitly exempts 
investment income from her excess-profits tax. 

Nevertheless, this exemption of the investor does not leave a 
pleasant taste in the mouth. Part of the normal tax upon bond 
interest is usually paid at the source and does not reach th: 
investor or creditor at all. Moreover, the change in the incom 
tax by which dividends hereafter take the surtax rates applicable 
to the year in which the income (from which such dividends are 
paid) was earned by the corporation, may bring it to pass that a 
large part of the dividends taxed in 1918 will bear the low peac« 
rates prevailing in 1916. ‘The investor, moreover, largely escapes 
state and local taxes on his investments. 

There seems no reason, then, why the government should deal 
more leniently with the investor than with the individual whos: 
earnings arise from his personal talent and ability (which perish 
with him), or the active business man who stakes his time and 
capital in the hazardous game of competitive business. Theoret 
ically I believe the situation requires two remedies. Many royal 
ties, to take a single example, depend upon market prices, so 
that at present these royalties are abnormally high. In these and 
similar cases there is a supernormal investment income which 
should, if possible, be subject to the excess-profits tax. It would 
be superfluous, perhaps, to bring investment income under the 
present law with its 7-9 per cent deduction. But this merely 
means that the 7-9 per cent deduction is too inelastic to fit the 
complex facts of the situation. A 9 per cent deduction is unduly 
high for some forms of income and unduly low for others. It is 
the old question of what constitutes a “fair return,” and the ex- 
cess-profits tax will never be perfect until the principal deduction 
is adjusted to the variations of this “fair return” in different lines 
of investment. 


The other remedy is a higher tax upon “earned income.” Noth 
ing very complicated should be attempted, but it would be a com 
paratively easy matter to insert in the income tax a differential or 
additional rate upon dividends, interest, royalties, and some other 
forms of assured income. 
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therein pays upon his dividends only when they are received. 
Various devices have been introduced to neutralize this inequality. 
The normal tax upon corporations is 6 per cent, as contrasted 
with the 4 per cent rate applicable to individuals. The individual 
and the partnership are given a specific deduction of $6000 under 
the excess-profits tax, whereas the similar deduction of the cor- 
poration is only $3000. The individual and the partnership, more 
over, enjoy a more liberal interest deduction than the corporation. 
Finally, an additional tax of 10 per cent is imposed upon thi 
profits of every corporation remaining undistributed six months 
after the end of the business year; but this tax does not apply 
to that portion of the undistributed net income which is actually 
retained for employment in the reasonable requirements of the 
business or is invested in obligations of the United States issued 
after September 1, 1917. It was frequently stated in the Senate, 
when the adoption of this tax was under discussion, that the sweep- 
ing exceptions which it recognizes practically render it nugatory. 

This question of taxing undistributed earnings carries us to 
the very heart of the difficult subject of business taxation. The 
best corporations of the country are probably our largest and 
most effective savers. Careful estimates indicate that the undis- 
tributed profits of corporations alone in the year 1917 exceed five 
billion dollars, practically all of which is reinvested in productive 
industry. To apply to this fund the heavy super-taxes authorized 
in the general income tax, would be a very serious matter. 

But what is sauce for the goose should be sauce for the gander. 
Should not the sole trader and partnership enjoy the same 
privilege as the corporation? Unfortunately we cannot answer 
this question lightly in the affirmative. To say to every business 
man that the income tax is to apply only to amounts withdrawn 
from his business would seriously impair the productivity of th 
income tax. Moreover, if the corporation, partnership, and the 
active business man are to be taxed only on the sums withdrawn 
for consumption, we should be logically compelled to exempt all 
salaries and other personal income which is reinvested or saved. 
And we could not stop here. Much of our consumption is pro 
ductive. We could not consistently exempt profits reinvested in 
the saloon business and tax the average citizen upon the savings 
which he invests in the education of his children. 

This is an old, old topic with the economist, and the answer is 
difficult. But the answer cannot be that we should tax only un- 
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with the assertion that the invested capital rests upon the original 
investment. ‘The original investment, it is asserted, has no mean 
ing in the case of mature corporations and partnerships. It 
changes ceaselessly. ‘Tangible property appreciates and dk 


preciates; intangible assets are constantly developing or con 


stantly wasting away. Whether a given concern shall obtain 
recognition of its intangible assets—so the criticism runs— depend 


largely upon the character of its accounting; upon the fortuitou 
fact that a reorganization has or has not taken place; or upon the 
manner in which the reorganization may have been effected. T 
capital definition penalizes the sole trader and the partnership, 
is charged, as compared with the corporation; it penalizes th 
small corporation as compared with the large corporation, and th 


conservative corporation as opposed to the stock-watered ¢ 


typ 
which the promoter has made odious. 

This criticism is exa rated. “Invested capital” recognizes, 
it must be remembered, paid-in surplus as well as earned surplus 
und undivided profits. Much can be done with this clause relating 


to surplus and undivided profits. A considerable proportion o! 
American corporations have been deliberately under-capitalized. 
It will be possible under the law in many cases to rectify this 
under-capitalization. Where assets of great value, for instance, 
have been paid in for a nominal amount of capital stock, the un 
recorded residue can in many instances be recognized as paid-in 
surplus. Again where ultra-conservative accounting has led to 
over-depreciation or to the charging of capital assets as current 
expense, it is possible to recognize the facts of the situation by 
reconstructing the surplus and undivided profits accounts. In 
other words the definition of invested capital is simply not open to 
some of the cruder and more thoughtless criticisms which have 
been directed against it. In a large majority of cases—I should 
guess not less than 70 per cent the book value of the capital 
represents the fair value of the capital, and this amount will b 
recognized as “invested capital” under the law. 

But it is difficult to see how under Section 207, which defines 
invested capital, anything can be done where the true capital as it 
exists today is seriously above the statutory “invested capital,” 
either by reason of great appreciation in value or by reason of th 
upbuilding of intangible assets of great value through expend 
itures for advertising and the like. The recognition of apprecia 


tion before it is realized by sale, appears to be discountenanced by 
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the Board of Referees may practically adapt the law to the 
exigencies of any special case. ‘This is the safety valve of the 
great English law. Probably we could not invest an administra 
tive board with so much discretion in this country. But there is 
ample legislative precedent for the creation of a federal board ot 
equalization endowed with powers to relieve marked inequalities. 

These well recognized cases of inequality could, if necessary, 
be dealt with under the provisions of Section 210. ‘This section 
as it now stands is curiously defective; but it was meant almost 
certainly to empower the Secretary of the Treasury to work back 
from the income of the corporation in doubtful cases and assess a 
tax (to state it roughly) which should bear the same relation to 
the net income of the particular taxpayer as the average tax as 
sessed (in the ordinary way) upon representative corporations in 
the same business bears to the average net income of such repre 
sentative corporations. ‘This is a rough and ready method of 
equalization—but it is better than no method. At present the sec 
tion is not only incomplete, but it applies only to cases in which 
the Secretary of the Treasury is unable satisfactorily to determine 
the invested capital. It should be perfected and if possible ex- 
tended to permit the correction of specified cases of inequality. 
It might by a few mandatory words be made the most important 
section of the law—a corrective and equalizer which would go far 
to remedy most of the evil possibilities inherent in the law as it 
now stands. 

In the last analysis, however, we inevitably come back to the 
primary question. Can capital with all its uncertainties, its de 
pendence upon the proper distinction between current expense and 
capital outlays, its sensitive reactions to depreciation and appr 
ciation, its varying productivity according as it is used with ef 
fective or ineffective brains and man power—can such a thing 
serve as the sure foundation for what is expected to be the most 
important tax ever levied by the federal government? Are we 
building upon rock or upon the shifting sands? 

This is the much mooted question of the capital versus the pre 
war profits standard. In attempting to answer it we must first of 
all remember that under any system we are forced to use the 
capital basis (a) in the case of business concerns organized since 
the outbreak of war, (b) in the case of many industries which were 
in a confessedly abnormal condition during the pre-war period, 
and (c) in the case of all industries so far as capital additions 
made since the beginning of the war are concerned. 
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taxes paid in one year can no longer be deducted as expenses of 
the next year; and the tax is given a new status as the govern- 
ment’s share in the earnings of capital and labor. Our new bonds 
and treasury certificates have been subjected to surtaxes and 
excess-profits taxes; while interest upon indebtedness incurred for 
the purchase of tax-free securities can no longer be deducted. 

These modifications represent decided improvements. Other 
changes are of more doubtful character. A specific prohibition 
of contracting-out (i.e., the adoption of covenants by which the 
debtor undertakes to pay all taxes paid at source upon the debt 
or the interest thereon) contained in the Senate bill was stricken 
out by the Conference Committee, thus providing official sanction 
for a practice which most foreign laws forbid. Worst of all, a 
new method of taxing dividends has been introduced, which pro- 
vides in brief that “‘any distribution made to the shareholders 

of a corporation . . . shall be deemed to have been made 
from the most recently accumulated undivided profits or surplus, 
and shall constitute a part of the annual income of the distributee 
for the year in which received, and shall be taxed to the distributee 
at the rates prescribed by law for the years in which such profits 
or surplus were accumulated by the corporation. . . .” 

This new method of taxing dividends will entail much ad- 
ministrative trouble and expense, and will eventually give rise 
to insoluble administrative problems. The tax rates prescribed 
by law for any particular year have no meaning except as ap 
plicable to individuals with net incomes of specified amounts. 
This is necessarily true of a graduated income tax. In time 
dividends will be paid out of earnings of 1917 to shareholders who 
were not alive in that year. Many of the dividends paid this 
year and taxed in 1918 will take the low 1916 rates. In the future 
when the practical unworkability of this provision is demonstrated 
it is likely that the whole scheme will be repealed. Its net effect, 
therefore, will be to shield from the high war rates, temporarily at 
least, many investors whose incomes consist principally of di- 
vidends. This leniency towards the investor was probably not 
the result of legislative premeditation, but—taken in connection 
with the failure of the excess-profits tax to reach investors—it 
will probably hasten the introduction of a surtax on “unearned 
income.” 

2. Unfortunately also, the law still suffers from a number of 


blemishes which, entering into both excess-profits and income taxes 
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repress production and consumption. As soon as tax rates be 
come high, these three purposes are seen to be almost hopelessly 
conflicting. If you desire large revenue you cannot indulge in 
much repression; if you desire much repression you must agree to 
accept less revenue; and whether you desire much revenue or much 
repression you must rest content with a modicum of equity. 

2. As an instrument of repression the tax is a poor tool. It is 
not wholly ineffective—you can kill a man with a dull axe. But 
taxation seldom does repressive work neatly or exactly. The 
excess-profits tax—or the shadow which it casts before—is now 
restraining some industries which need expansion, while it fails 
ignominiously to repress other industries whose labor and capital 
are solely needed for war work. 

3. So clumsy is the tax as an instrument of repression that a 
strong presumption is created in favor of direct methods, when 
repression is desired. If we wish seriously to discourage waste, 
food control, rationing, regulation of restaurants, and the like 
are better means than taxation. If we seriously desire to repress 
nonessential industries, priority, restriction of credit, the com- 
mandeering of labor and raw material offer better means of ac- 
complishing the desired end than any measure of taxation short of 
a prohibitive tax designed to kill outright. Taxes may be used 
legitimately for repression; but they must be used with caution, 
and when a practical choice is open it is almost always better to 
select the direct method. 

4. At the moment we do need priority—drastic priority; but 
we do not need more taxes or the talk of more taxes. Before we 
had either a war or an income tax we talked about the beautiful 
expansibility of the income tax, the readiness with which it would 
respond to the financial exigencies of the hour. War came and 
we had an income tax; but instead of expanding it we talked the 
maximum rate up to 67 per cent and delayed the collection of the 
tax until June 15, 1918. (Sixty-seven per cent rates with the 
bond houses clamoring to sell tax-free securities is rather incon- 
sistent.) Less extreme rates with quicker collection would be a 
Wiser program. 

5. The future may bring a pressing need for heavier taxation. 
If so let us forget our superstitious dread of “retroactive ad- 
ditions” to the income tax, introduce a system of installment pay- 
ments, shorten the interval between voting the tax and collecting 
it, and adjust ourselves to the necessity of greater discrimination 
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is at par; we have a modern banking system; and our tax system 
throws the main burden upon the rich. Our vital problems during 
the Civil War were to protect the public credit and shield the poor 
from postbellum taxation. We do not need more taxes today 
merely to protect the public credit; and, so far as the poor ar 
concerned, the most momentous problem before us it to make the 
adopted system of taxation according to ability such a striking 
success that it will inevitably be continued after the war. Time 
was—to exaggerate a little—when the rich bought bonds and the 
poor paid the taxes. The time may not be far off when the poor 
will buy the bonds and the rich pay the taxes necessary to carry 
and extinguish them. 

The question of inflation still remains. Personally I do not 
doubt that loans produce more inflation than taxes. Notwith 
standing that fact, we shall finance this war mainly by loans and 
we shall continue to finance our great wars mainly by loans, until 
more nearly perfect tax laws have been devised, because the neces 
ity for loans varies with and arises from the imperfections of tax 
ws. Good taxes may help, but mere taxes cannot cure, the evils 
of inflation. The real remedy for those evils is the direct remedy ; 
sound banking methods. 
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essentials. With a decreased demand for their services they face 
losses that are all the heavier because their investments in fixed and 
often highly specialized capital are so heavy. Any influence pro 
ducing instability in such an organization and under such conditions 
means widespread havoc. An ill-conceived tax plan has always been 
serious, but now its possibilities for harm to employees, to investors, 
and to the general public are multiplied enormously. 

A second significant change is the large number of industries which 
we now class as public utilities and whose selling prices we control 
through state and federal commissions. Transportation, express, elec- 
tricity, gas, and other commodities and services are only a few of a 
list to which war is rapidly making numerous additions. Control of 
the selling prices of these products without control over their costs 
might quickly bring disaster. A financial policy that encourages or 
permits inflation is especially serious to such companies. Some of 
them are, of course, overcapitalized and many of their burdens ought 


never to have been assumed, but correction of these mistakes is a slow 


and painful process. In the meantime their financial obligations 
must be met or bankruptcy ensues. No matter whose the blame, the 
situation calls for careful treatment. A rapidly rising price level 


means that these utilities must pay more for labor and materials. 
Some of them, prior to actual need, will ask for permission to increase 
rates, but if inflation continues the need will become real and relief 
must be granted. The demand for a fiscal policy that will prevent 
inflation is greater than ever before in history. 

These two changes merely suggest the extent to which our economic 
life has been altered and indicate the intricacy of our business or 
ganization. There may be added the significant fact that in this 
organization emphasis is placed on the importance of individualism 
and on pecuniary gain as the dominant motive. In the stress of 
world conflict we are endeavoring suddenly to shift the emphasis from 
the individual advantage to social welfare. Moreover, there is a public 
conscience to be dealt with, more intelligent and more sensitive than 
ever before. 

It may be easy to exaggerate the significance of these changes, but 
it would be folly to minimize them. Haphazard methods will be more 
disastrous than before and an abused and long-suffering public will 
be less than ever tolerant of mistakes. 

To meet this unprecedented situation, what have we done? First, 
it may be said that more of our proposed expenditures are to be met 


from taxation than many of us dared to hop: Perhaps more than this 
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that a complacent reliance on the old sources of revenue will be 
disastrous and that new ones must be found. 
1. The present law should be improved in certain particulars some 


of which have been indicated by Professor Adams. Discriminatio 


in favor of unearned incomes should be removed and proper allowance: 
should be made for amortization charges. 

2. There should be introduced as promptly as possible a distinction 
between unearned and earned income. If the present income tax rates 
ire to be retained on earned income, still higher ones should be imposed 
upon the unearned and perhaps be made even more progressive than 
at present. 

Estate taxes might be increased. This will undoubtedly add to 
he problems of the states which use this source of revenue, but the 
federal problem is too important to warrant hesitation. 

1. Frank recognition should be given to the fact that the federal 
fiscal problem is only part of a much larger and broader problem. 
Stern as it may seem, we must repress nonessential industries, restrict 
‘redit, and give priority. ‘The more quickly this is realized, acquiesced 
n, and accomplished, the better for us and for our allies. Procedure 
in other matters should be adapted to our plans for taxation and vice 
versa. 

5. Expert aid should be utilized more fully. The federal adminis 


tration has been very ready to use outside assistance. Advisory boards 


have aided and are aiding the government in handling difficult problems 
in other fields. In fiscal matters experts are assisting in many ways, 
but a broader work is needed. A carefully selected group of men 
chosen because of their special knowledge of the subject, both in its 
theoretical and in its practical aspects, could render service of incal 
culable advantage. Their survey would be broad and their plans more 
thoroughly and consistently worked out than is possible under the 


present methods. 


Artuur N. Youne.—Those responsible for framing the revenue 
law of October 3, 1917, deserve the gratitude of the American publi: 
and the appreciation of students of finance because of the enlightened 


spirit in which this legislation was conceived and because of the care 


ful attention given to the perplexing problems of social justice. A 
war-tax system has been initiated whose weight bids fair to be dis 
tributed according to the burden-bearing ability of the people. Any 


criticism of the law should regard the difficulties which faced the gos 


ernment in working out a fiscal program of such magnitude. It should 
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war profits. I cannot agree with Professor Adams either in regarding 

the choice between these methods as “of secondary importance,’ or in 
preferring the invested capital basis to the pre-war profits basis. 

It is true, as Professor Adams states, that there is little essential 

difference between average income and true capital. But true capital, 

which means capitalized net earnings, is a very different thing from 

the idea of invested capital as defined in the law. The whole matter 

centers upon the problem of the rate of return. Professor Adams 

states that we can ascertain the “fair return’ from the files of the 

Bureau of Internal Revenue. But these files cannot give us the fair 

i rate of return. ‘To get that we must know the other factor, average 

capital, during the pre-war period and during the taxable year. Here 


we are at the mercy of our friends the corporation accountants; and I 


feel much less confidence than Professor Adams has expressed in his 
present paper as to the goodness of the capital accounts of our busi- 
; ness enterprises. 
The difficulties of using the capital basis were well stated by Pro- 


fessor Adams in a paper read at Chicago last June.*. He said: 


Which basis should be selected is largely a question of administra- 
tive expediency. And to that question, in this country filled with 
corporations whose capital accounts mean nothing, there is only one 
answer—A void the capital basis whenever by human ingenuity it is 
possible to do so. (Italics mine.) 

. The American law of March 3, 1917, and House Bill 4280 
are characterized by the following fundamental defects: they base the 
tax upon the original investment [sic] and recognize neither apprecia- 
tion nor depreciation, neither the building up, nor the extinction of, 
intangible assets. Consider this a moment. There are hundreds of 
‘a important corporations which have no true record of actual cash paid 
in. For these we should be forced either to construct an exceedingly 
4 expensive and difficult financial history or else turn to guesswork, 
t in which the corporations with the largest volume of water would do 
; the tallest guessing and get the highest exemptions. In other cases 

the original investment has greatly depreciated, and here the govern- 

ment would lose enormous revenues. Still others have built up in 

tangible assets, such as trade-marks and good will. If such a corpora 

tion had happened to pass through a reorganization in which a “cash 

consideration” figured in some way, the intangible asset would be rec 
; ognized; otherwise not. Here a fortuitous detail of procedure, the 
occurrence of a conversion or sale, might make all the difference be- 
tween a heavy tax and no tax. 

Nothing so discredits good taxes and so demoralizes good taxpayers 
as inconsistencies of this kind—the unlike treatment of like situations, 

2“The Income and Excess-Profits Taxes,” “Financial Mobilization for War,” 
papers presented at a joint conference of the Western Economic Society and 
the City Club of Chicago, June 21-22, 1917, pp. 116-18. 
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In the second place, the tax is not one on excess war profits but on 
war excess profits. The distinction is obvious. A tax on excess war 
profits is a tax on the excess of profits made during the war over 
profits in the pre-war period. A war excess-profits tax, on the other 
hand, is a tax imposed during the war on excess profits in general] 
The fact that the enactment of the tax comes during the war carries 
with it no implication that it is not to be continued after the war, just 
as our new so-called war estate tax or war excise taxes simply mean that 
these taxes have been imposed during the war without any guarantee 
that they will cease after the war. A war-profits tax automatically 


stops after the war because there can be no more profits due to the war. 


But an excess-profits tax, even though first imposed in war time, may 


continue as long as there are any excess profits—that is, any profits 
in excess of some normal standard other than pre-war profits. 

While Professor Adams is entirely correct in these points, there ar 
two criticisms of his otherwise admirabl paper that I should like to 
urge. 

The first criticism is to be directed against his attempted analogy 


between the excess-profits tax and special assessments, which is again 


connected with his idea that the tax is supposed in some way to realize 
the principle of benefits. Both of these positions seem to me to bs 
untenable and based upon inadequate analysis. 

No achievement of modern finance is more enduring and certain than 
the distinction that has been made by economists and lawyers alike 
between special assessments and taxes. And nothing is more firmly es 
tablished than the substitution of the ability theory for the old benefit 
theory in taxation. To do as Professor Adams now attempts, and to 
blur these sharp distinctions, is to reopen the Pandora’s box of 
confusion. 

The distinction is after all a very simple one, so far as the principle 
of benefit is concerned. Where the government performs a definite 
service for the individual by which a distinct and measurable special 
benefit is conferred on him, the payment is called a price or a fee. 
Where there is measurable benefit accruing to an individual as a mem 
ber of a definite area from a group service rendered, and calling for 
an outlay, by the government, the payment is a special assessment 
Where there is no particular service rendered or where, even if there 
be a service to a definite group, the benefit accruing to the individual is 
either not separately measurable or exists only as an incidental result 
of governmental action, the payment is a tax. In a tax the criterion 
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income does not materialize, there is a very vital difference between a 
tax on capital and a tax«n income. The new tax, therefore, is not only 
a clumsy attempt to reach taxable ability, but, under actual conditions, 
it introduces gross inequality in principle and deplorable uncertainty 
in administration. 

The chief objection, however, to the law is one that has escaped Pro- 
fessor Adams’ notice. Even assuming that capital could be accurately 
estimated and that it varied proportionally with income, the tax would 
still be seriously defective. This is due to the criterion chosen for the 
basis of the graduated scale. Something may be said for a graduated 
tax on income; something may even be said for a graduated tax on 
capital; but little, if anything, can be said in defense of a tax gradu- 
ated on the varying percentage which income bears to capital. To 
penalize enterprise and ingenuity in a way that it is not accomplished 
by a tax on either capital or income—that is the unique distinction of 
the present law. For while the excess profits contemplated by the law 
are sometimes the result, in part at least, of the social environment, they 
are not infrequently the consequence of individual ability and inven- 
tiveness. And while it is perfectly proper that a share of the profits 
should go to the community, it is not at all clear that the tax should be 
graduated according to the amotnt of inventiveness. But, furthermore, 
almost all large businesses have grown from humble beginnings; and 
it is precisely in these humble beginnings that the percentage of profits 
to capital has been the greatest. The criterion selected by the new 
law, therefore, is the one best calculated to depress industry, to check 
enterprise at its very inception, and to confer artificial advantages on 
large and well-established concerns. 

How much simpler and better it would have been to make the excess- 
profits tax a part of a progressive business income tax, and to apply to 
corporations a scale of graduation which would in principle at least not 
differ fundamentally from that of the individual income tax. To de- 
velop this idea would take me too far astray. It may, however, be 
confidently affirmed that while such a scheme would no doubt encounter 
certain difficulties of its own, it would not be open to any of the funda- 
mental objections to the present plan. Professor Adams’ evident 
desire to show intense patriotism by a blanket approval of the law is 
purchased, I fear, at the cost of a little less than his customary solici- 
tude for scientific precision. 


Henry H. Bonp.'—It is with considerable reluctance that I venture 
to criticise the interesting conclusions of so eminent an authority on 
taxation, but possibly one may be permitted to differ on a subject 
concerning which there is no consensus of authoritative opinion. 

1 This discussion was not presented at the meeting. 
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vice only to find that its experts are themselves in disagreement, can 
produce nothing but disturbing uncertainty, all the more to be de 
plored if the tax is to be a permanent one. 

But only secondary in importance to the form of the tax itself is its 
standard of invested capital as a measure of its taxable income. I am 
forced reluctantly to disagree with Professor Adams in his statement 
that the question of whether a tax is based on capital or on income is 
of secondary importance, and that income usually reflects capital em- 
ployed. If we are to take our average broadly enough, over a varied 
line of industries, and especially over a sufficiently long period of years, 
the statement is undoubtedly true. Capital will seek a level of income, 
or rather, at points of low yield, will tend to be gradually diverted into 
more profitable channels. But channels of low yield combining high 
safety will always exist beside those of high yield and low safety, 
attracting distinct types of the investing public; special temporary 
‘onditions will always arise from time to time to disturb the natural 
law of the gravitation of capital to alluring fields; and capital once 
invested often assumes so permanent a character that its change to 
another more profitable industry is slow and difficult of accomplish- 
ment, if not impossible. 

As a result of these factors, we find the yield of capital variously 
employed to be widely variant. A minute examination of the income 
of all of the Massachusetts corporations for the past three years, re- 
cently made under our supervision, reveals a scale running from severe 
losses to a profit of as high as 7500 per cent of the invested capital 
within a single year’s figures. Are we, then, justified in assuming that 
normal income bears, on the whole, a definite relation to invested cap- 
ital, so that we may tax the excess of income—supernormal profits— 
as deserving of a special burden? 

Especially is the use of “invested capital” as a determining factor 
objectionable because of its exclusion of borrowed capital from its 
definition. I have in mind two partnerships—one composed of three 
young men of unblemished reputation and integrity, who, by a truly 
remarkable industry and reliability, have been able, on a small amount 
of capital, to finance a large volume of business, with a resultant profit 
that is out of all relation to the capital 


exclusive of large borrowed 
capital—employed. Their public spirit is shown in large purchases of 
Liberty Bonds, the support of an ambulance unit abroad, and the sale 
of merchandise to the government for use in the war at cost. Their 
excess-profits tax will be exceedingly heavy, and will of necessity en- 
tail large reductions in their patriotic subscriptions henceforth. I con- 


trast this concern with another, whose indebtedness is now capitalized, 
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All that Professor Adams says as to the tax deterring from enlarge- 
ment of plant is undoubtedly true. Even though such enlargement is 
deductible from the special 10 per cent tax on undistributed profits, 
it remains true that earnings represented by an enlarged plant—en 
larged perhaps as a direct contribution to the nation’s need in war 
supplies—are taxable at a heavy rate, and a corporation may be well 
nigh crippled thereby. 

Net income is not necessarily cash in the bank, as certain members 
of Congress seemed to assume. The financing of the corporations in the 
matter of raising funds to pay the excess-profits tax is itself a serious 
problem now causing the highest officials of the government grav: 
concern. 

The tax upon undistributed profits may prove to be an unfortunate 
selection, apparently adopted because of a desire to reach prematurely 
the earnings of large stockholders subject to the super-tax. It fails 
to recognize that such earnings are often withheld from distribution 
partly for the purpose of safety and partly to equalize the dividend 
distributions of various years. It cannot be denied that such a prac 
tice is in many instances not only legitimate but so properly conserva- 
tive as to deserve encouragement rather than an additional burden. 
To penalize such a method in such cases is to encourage irregularity 
in dividend distributions and a proportionate lack of safety as well as 
difficulty in financing for future legitimate needs and growth. 

Professor Adams sees no answer to the question why the farmer 
should pay an excess-profits tax and the salaried man none. Is not 
the answer possibly this: that the person who sells a commodity re- 
ceives a price and profit dependent upon market conditions—competi- 
tion and the urgency of the public’s desire; but the salaried man has 
no such market conditions to face, and in selling his services receives 
in principle the true value thereof? There is, then, in such a case no 
possibility for an excess profit and the application of an excess-profits 
tax is incongruous. If the salary is earned, where is the excess to 
be found? The case is far different from that of the manufacturer 
of a patented article costing perhaps a dollar to produce and selling 
for the price of five dollars; the sale of a food product of limited 
supply, and to some extent “cornered,” for a price double the normal; 
or the sale of articles of clothing at a profit of several hundred per 
cent of the invested capital involved. The salaried man can never 
force the public to pay such an unwarranted price for the article 
which he has to sell. Salaries change but slowly partly because de 
creases are usually made only for poor service and not due to a change 
in market conditions. 


If I have thus emphasized the various aspects of the law on which 
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the present tax for incomes for which Professor Young suggested that 
the tax rate might justly be raised, seems to indicate that his sugges- 


tion is not well founded. 

From an extended study of this formula and numerous others that | 
have had under consideration, I have gotten certain ideas about taxation 
which I would like to present to this meeting, but the time allowed me 
being so limited, I can only add that I am further confirmed in the 
belief I have held for years, that unless a proposition dealing with 
numbers of any kind is reduced to some kind of a mathematical formula, 
and this plotted on a diagram, a complete grasp of the proposition con 
not be entertained. 

When I first took this matter up, I was fortunate enough to secur 
an interview with Professor Adams in his office in the Treasury D: 
partment in Washington, and to receive his encouragement to develop 
my ideas further, and on February 26 I shall present them fully befor: 
a local meeting of the American Society of Mechanical Engineers in 


Philadelphia. 


Formul cle ed 
Income | Law Formula her ow 

2000 | 0 0 l 
3000 0 23.87 1194 

1000 10 5128 1.282 

5000 80 82.19 1.027 

5128 86.40 86.40 l 

| 

7500 05 174.60 O852 
10000 355 288,29 0.812 
12500 | 530 422.82 0.798 
15000 | 730 577.77 0.791 
20000 1180 | 947.37 0.803 
40000 3580 3166.67 0.885 
60000 6780 6444.44 0.951 
80000 10980 10636 36 0.969 

100000 16180 15623.19 0.966 
150000 31680 30954.25 0977 
192687 196620.41 16620.44 1 
200000 49180 19500.00 1.007 
250000 69680 70469.94 1.011 
300000 92680 93313.13 1.007 
500000 192680 196883.72 1.022 
750000 327680 34142943 1.042 
1000000 175180 194107.84 1.04 
1500000 800180 810745 52 1.013 
2000000 1130180 1134457.62 1 004 
2251000 1298350 1298350.31 l 
5000000 3140180 3114425.37 0.999 
10000000 6490180 6440148.01 0.992 
20000000 13190180 13102815,32 0.993 
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But I am convinced that the chief difficulties in the way of more ade- 
quate taxation are psychological, and that some of these may be re- 
moved by the education of the public as to the real burdens of war 
finance. 

We now look back upon our former wars, the Revolution, the War 
of 1812, and the Civil War, and condemn Congress, our financiers, 
and the people for not adopting vigorous taxation at the beginning. 
If the present war should end soon we may get off without great 
financial disaster and with a minimum of economic disturbance. But 
if it continues for several years, as many think it will, the present 
taxation which so many think is heavy will appear insignificant in 
comparison with what it should have been. In such case it is not at 
all unlikely that the next generation will condemn us with as much 
yr more reason than we condemn the past for shortsightedness, in 


ability to learn from experience, and unwillingness to do social justice. 


N. I. Stone.—Professor Adams stated in the course of his remarks 
that “capital is but capitalized profits.” I hope he did not mean lit- 
erally what he said, for the practical application of this principle, if 
literally interpreted, it seems to me, would cut the ground from under 
the excess-profits tax. The excess-profits tax is based upon the idea of 
a profit in excess of what is regarded as a normal profit; but if all 
profits made in a business, be they high or low, can be capitalized, they 
will assume the form of a normal return upon the capital thus defined. 
There will be no excess profits under this construction of capital, and 


the excess-profits tax will automatically vanish. 


R. R. Bowker.—Agreeing fully with Professor Adams, that the 
excess-profits tax has come and should come to stay, whether in its 
present form or with modifications, in line with Professor Seligman’s 
suggestion, may I point out—very modestly as becomes a mere busi 
ness man in the high presence of professors—that this tax is thor 
oughly in accord with a general scheme of taxation which has been in 
process of quiet evolution in this country without much attention to 
the general principle underlying it. We have heard much of social 
justice as an economic aim, and a system of taxes which involves ex- 
emption as a minimum of normal returns, and differential or graded 
taxation of supernormal returns is thoroughly in accord with that aim, 
preventing the rich becoming richer in inordinate degree and the poor 
becoming poorer. This is the underlying principle, applied through 


rent, of the Henry George scheme, a scheme which he sought to con 


entire economic situation. 
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THE UTILIZATION OF LAND NOT IN FARMS 


By Benzamin H. 
The University of Wisconsin 

Out of several topics relating to land colonization this one has 
been selected as possibly the most basic. Colonization, if it may 
be called such, is practiced on public land, and other land not in 
farms, more often and more easily than on land already in farms, 
though it may, and does, take place on the latter. 

The total amount of land in the United States is a little under 
2,000,000,000 acres. Approximately half of this is in farms, 
leaving a billion acres not in farms. Somewhat less than half of 
the land not in farms is publicly owned, while over 500,000,000 
acres which for some reason or other has made its way into private 
hands has not yet become part of the farm land of the country. 
A brief sketch will show how we come to have over 400,000,000 
acres of public land left, and where it is. Not so much can be 
done for the other half billion acres, since the information is not 
available. 


The Remaining Public Lands 


To begin with the government has at one time or another held 
the title of ownership to a billion acres of land, or a little over 
half of the entire amount. No other country in modern times 
has had such a quantity of virgin soil, substantially unoccupied, 
open for settlement, and at the same time easily subdued and 
habitable, as has the United States during the past century. Th 
absorption of this domain proceeded slowly prior to 1850, due 
to lack of railroads and farm implements. From 1850 to 1890 
the spread of population into the West was tremendous. The 
increase in the amount of land in farms improved and unimproved 
was greater than the increase in population for the first ten years 
of this period, since which time it has steadily declined relatively 
until in 1910 there was but three-fourths as much land in farms 
per capita as in 1850. From 1850 to 1880 the increase in popula- 
tion was 117 per cent; the increase in land in farms 83 per cent. 
From 1880 to 1900 the population increased 50 per cent; the land 
in farms increased 56 per cent; but by the latter date the situa- 
tion was reversed and from 1900 to 1910 population increased 
20 per cent; land in farms 5 per cent. Thus the land basis of 
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years of age. He now is approaching forty by the time he is 
able to buy. We have always excused our high percentage of 
tenancy on the ground that anyhow it was a step toward owner- 
ship. Should these steps be lengthened much more there will be 
a large number unable to take them. We have been proud to 
think that, aside from the negroes, we had no tenant class. Should 
the period of tenancy be lengthened another five years we shall 
certainly have a tenant class. In Iowa the tenants numbered 38 
per cent in 1910. The state census of 1915 shows them to have 
increased to 48 per cent. At this rate Iowa will soon be a state 
in which tenants are more plentiful than owners. 

The problems of land and labor have long been associated. Not 
agricultural labor, but labor in the larger sense. ‘The organized 
laborers of the country took a prominent part in the discussion 
of land questions, especially from 1850 to 1870. The land was 
a means of escape for all who did not like the conditions imposed 
by employers. While we have heard from it but infrequently of 
late the interest of the laborer in the public domain has not yet 
passed. The Crosser bill introduced in Congress last August was 
an attempt to make the unused lands of the country the basis 
of a solution, in part at least, of the question of unemployment. 

The continual recurrence of the question of labor in its relation 
to land calls to mind the words of Jefferson: ‘Whenever there 
are in any country uncultivated lands and unemployed labor, it 
is clear that the laws of property have been so far extended as 
to violate natural rights.” This of course applies to land which 
has become private property but is not used. Much the same 
belief induced Lord Macauley a half century later to write re- 
garding America: “The test of your democracy will come after 
the exhaustion of your free lands.” 

The disposition already made of the public domain of the 
United States and the portions remaining may be summed up as 
follows: Exclusive of Alaska the public domain once equalled 
about 1,000,000,000 acres of land. We have sold one-fourth of 
it; granted 170,000,000 acres in homesteads; 160,000,000 acres 
to railways; 133,000,000 to states for educational purposes; and 
about 100,000,000 acres in lesser gifts and cessions. Thus we 
have disposed of three-quarters of the original amount. There 
is left 280,000,000 acres, besides 160,000,000 acres of forest re- 
serve. In extent the public domain still open to settlement is 
equal to ten states the size of Pennsylvania, or four the size of 


Washington. 
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came the concession of a three-year residence in place of five, a 
concession based very directly on the Canadian competition for 
settlers. Finally we are now giving to homesteaders 640 acres 
of land and requiring but three years residence and a small ex- 
penditure for improvements in lieu of cultivation as required in 
other cases. 

Thus are the laws modified to fit the case with a view to making 
the remaining government land attractive. Popularly this land 
is supposed to have little value, but notice the words of the Com- 
missioner of the General Land Office: ‘Thus we have in what is 
left of our national domain not a mere remnant to be lightly dis- 
posed of as having no longer a federal value, but a vast store- 
house of wealth and resources upon which the physical develop- 
ment of the country at large will be ultimately dependent.” 

How intelligently are the settlers being chosen and fitted to the 
land? They are not being chosen at all, or perhaps it might be 
said that many are called, and all are chosen. It would be im- 
possible to correlate man and land power with any degree of ac- 
curacy, since the qualities and powers of the land are not yet at 
all well known, The government is making a classification which 
is vastly better than none. Up to the present time, with few 
exceptions, the settler or purchaser has done the classifying as 
he chose. Not much information is at hand respecting the per- 
centage of failures of those who take up government land. An 
estimate was recently made in a section of Montana. Out of 
125,000 families going to the state in ten years, 60 per cent 
brought about $1900 in money, besides a carload of goods, per 
family. The other 40 per cent were irresponsible, with little or 
nothing, and four out of five failed. 

On one of the government reclamation projects over half of the 
settlers abandoned the enterprise after spending much time and 
money, and this appears to be hardly an exception. From the 
standpoint of engineering the Reclamation Service has succeeded 
admirably. From the standpoint of the economic factors involved 
not so much can be said. We are letting the people experiment 
with dry land, wet land, and irrigated land, and the percentage 
of failures is high. Can the state afford to sanction so many of 
these blind ventures? Or might it not be well for society to under- 
take the expense, and guide the process of experimentation? 


2 Report of Commissioner of the General Land Office, 1916, p. 65. 
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other tracts valuable for agriculture, are being held out of use 
by speculators. Much cut-over land is undoubtedly held at too 
high a figure, yet the evils of speculation are found less outside 
of land used for agriculture than in connection with it. 

The most important bodies of land not in farms to be brought 
into agricultural use in the near future are undoubtedly the cut- 
over districts. In extent they comprise an empire, substantially 
equivalent in area to two Californias. Many of these acres are 
as fertile as the average land now tilled. The cut-over area is 
not literally held out of use by men who intend to keep it a life- 
time. On the contrary, it is held by men who are willing enough 
to sell, but incidentally want to make a good sale. They have 
usually not been much interested in the welfare of the settler, 
and have sold to anybody who wished to buy. It is not lack of 
opportunity to buy that stands in the way; neither is it so much 
the initial price; it is rather the cost of bringing the land from 
its raw, wild state into subjection. In northern Wisconsin settlers 
clear land at the rate of two or three acres a year. From the 
standpoint of agriculture it is hopeless so far as any prompt re- 
sults are concerned. From the present standpoint of the use of 
labor it is wasteful. The task is too great for the powers of 
the man. 

Much of this land can be utilized for some years without a 
radical job of clearing. It can be pastured and in the meantime 
nature will do the greatest part of the work of stump removal. 
While individual land agents are working in the interest of so- 
ciety, it is to be doubted that the majority of them are. It is 
encouraging to see that some important groups of such land- 
holders are setting the pace in far-reaching land development 
policies. The most conspicuous example of a vision of this kind 
is that of the Southern Cut-over Land Association. This asso- 
ciation is raising money by voluntary taxation with which to 
develop a workable, permanent colonization plan whereby land 
may be not merely sold, but developed, and made the basis of 
community life and civilization.* Another, and a remarkable in- 
stance of close, supervised, settlement by a private company al- 
ready in operation in the North will be discussed later on the 
program. At best it must be admitted that the problem of the 
cut-over land is not yet solved. 


The Dawn of a New Constructive Era. Cut-over Land Conference, New 
Orleans, 1917. 
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relatively little is waste; and the amount of waste is being re- 


duced each year. 
A National Land Policy 


Not only are we without a land policy of a comprehensive na- 
ture, we are not ready to formulate one. We do not know how 
much land we have available for farming purposes. Or if we 
know nearly enough how much there is of it, we know next to 
nothing as to its capabilities. The government is now making a 
hasty classification of much of its land, but land cannot be classi- 
fied at a glance. The dean of agriculture in one of the mountain 
states writes that ten years ago he advised against the home- 
steading of a certain area of land on the ground that it was more 
valuable for grazing purposes. It seemed too dry and too wind- 
swept for crops. Yet since that time it has been homesteaded and 
the settlers are succeeding. 

Land is constantly being classified by settlers, but at great 
expense. We need first a census that will tell us who owns the 
land, giving especially the extent and location of individual hold- 
ings. Secondly, we need a survey of the land. This should be 
correlated with such surveys as are under way, particularly the 
soil survey, adding to the physical facts which are being gathered 
all the available economic information. Thirdly, we need a policy 
formulated which shall have for its object the location of suitable 
settlers on land under favorable circumstances, circumstances 
likely to lead to success. Fourthly, as a problem sure to become 
urgent, we need a plan for settling returned soldiers and sailors 
on land. They will soon be coming back, but not back to their 
old employments. For many of them the old employments will 
be gone, or the places filled by other men or by machines. Can- 
ada, Australia, and New Zealand have such policies ready for 
operation. A new adjustment will be imperative. Much of this 
can be done in connection with vacant lands. Such a policy would 
necessarily be administered through a commission. It would, if 
successful, decide scientifically many questions of fundamental 
consequence which are now being decided with respect to privately 
owned land by clever land agents, and with respect to the govern- 
ment domain by anyone who takes a notion that it would be a 
good thing to own a piece of land, and blindly takes up a home- 
stead. 
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WORK OF THE OFFICE OF FARM MANAGEMENT 
RELATING TO LAND CLASSIFICATION 
AND LAND TENURE 


By W. J. Spruuman 
United States Department of Agriculture 


It is an old saying that foresight is better than hindsight, but 
it is not in the nature of most men upon whom problems of im- 
mediate importance are pressing to neglect those for others, how- 
ever important, that relate only to the tuture. Considering the 
pressure under which most of us work, it is not surprising that 
we do not attempt to cross bridges before we come to them. 

Until recently we have had in the West what the general public 
thoughtlessly regarded as an inexhaustible supply of the richest 
‘arming land in the world. It was a common saying that “Uncle 
Sam is rich enough to give us each a farm.” It was, of course, 
realized that sometime the free lands would become exhausted, 
but this was a problem of the future with which future generations 
could deal when they came to it. 

I do not mean to imply that here and there discerning indi- 
viduals did not foresee the necessities that would soon arise as 
the result of land shortage. But a few individuals urging upon 
the people the necessity for action, the need for which is not gen 
erally apparent, can usually accomplish little. They can, how- 
ever, disseminate knowledge that will be highly useful when the 
occasion for its use becomes apparent to all, so that a problem 
that suddenly becomes pressing need not necessarily be wholly new 
and unexpected, 

As long as the prospective farmer could, by moving a few days’ 
journey to the westward, acquire a farm on virgin soil for prac 
tically nothing, it was not possible for farm lands already settled 
to have a market value commensurate with the security they offer 
to the investor; nor could there arise a problem of tenantry, for 
tenants were in position to exact considerate treatment. It was 
so easy for them to become owners that they had all the advantags 
in bargaining with landlords. 

The virtual exhaustion of the public domain so far as good 
farm lands are concerned has changed all this. During the decade 
ending with 1910 farm lands increased in market value per acre 
108 per cent, in spite of the fact that most of the new farm lands 
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give us information as to the present tenure and use of land, and 
as to its agricultural adaptability. 

In this connection it is of interest to know that the present 
Director of the Census realizes fully the importance of this work, 
and has already taken steps looking toward a census both of farm 
lands and of land not in farms. 

While land may be classified in many ways, depending on thi 
purpose the classification is to serve, the important considerations 
from the standpoint of agricultural resources are present use and 
natural adaptation. It is much less difficult to secure data on 
present use of land than on its adaptation to various purposes. 
The farmer can readily tell you the use he is making of the various 
parts of his farm. But no one knows very accurately the adapta 
bility of land not already put to agricultural use. Besides, the 
possibilities of any given land area depend on the degree of in- 
tensity of the farming justified by what we may call the economic 
environment. In Italy, land is used for olive groves or vineyards 
that in Missouri would hardly be considered fit for goat pasture. 

The Office of Farm Management, in analyzing the business of 
a farm, always secures an account of the use to which the various 
parts of the farm are put. Years of experience in this work have 
resulted in the development of a system of classifying farm land 
that has proven very satisfactory in interpreting the business of 
the farm. The land classification used in this work, based solely 


on use, is as follows: 


Total area of 
Idle or fallow crop land.. 
Tillable pasture ......... 
Woods pastured ........... 
Other pasture ......... 
Woods not pastured ........ 
Cher form 


A committee appointed by the Director of the Census has rec 
ommended the use of this system of classification for the census 
of 1920, and its adoption is, I think, probable. If it is adopted it 
will give much valuable information. I may add that in planning 
the campaign last spring for increased production this year, a 
knowledge of the facts concerning pastures possibly available for 
crops became evident. The Census Bureau, not being in position to 
tabulate this material from the last census, very magnanimously 
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The Office of Farm Management has for several years devoted 
a part of its energies to a study of methods and cost of bringing 
stump lands into use as farm land. Several bulletins have been 
issued on various phases of this subject. Appropriations for this 
work have recently been discontinued. 

Proportion of farm land for crops, pasture, timber, etc.—In 
codperation with the Forest Service the Office of Farm Manage- 
ment recently made an extended study of the farm woodlot from 
the point of view of farm woodlot economy. The object of 
his study was to ascertain the economic status of the woodlot 
as a farm enterprise in different sections of the country, particu- 
larly the proportion of the farm which should be devoted to this 
enterprise. The results of this investigation are now practically 
ready for publication. 

The office is also making studies of the economics of pasture 
land, with a view to ascertaining the proper proportion of pasture 
land in a well-balanced system of agriculture in different sections 
of the country. 

How farmers acquire their status.—Another problem under 
investigation by the Office of Farm Management, which has a bear- 
ing on the general problem of land tenure in this country, relates 
to the manner in which the farmers now occupying American farms 
acquired their present status of tenant or owner. How farm 
owners in five townships of Warren County, Illinois, acquired their 
status is shown as follows: 


How 462 Farm Owners Acauirnep Farms 


| Purchase 
: Per cent 


Stages passed! Inheri- Mar- Fromnear| From Total of grand 
tance riage pa total 
F -H-T-O 2 ) 74 100 22 
O’-H-T-O . 2 2 2 
) ) 4 150 
. 15 ) 14 7 
QC’... am A) 2 4 
77 0 18 134 29 
| 4 & 25 ) 
fotal . 125 115 176 4162 
Per cent of grand 
27 10 25 338 100 
1The meaning of the symbols in column 1 is as follows: O owner; T 
tenant; H — hired man; F — work on his father’s farm; O’ from other 
occupations, 
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ranch, it is then only necessary to determine the carrying capacity 
of the available ranges in order to know the area required for a 
satisfactory business. Methods of analyzing the ranch business 
are already fairly well understood, and it is believed that the re- 
sults of this investigation will form an adequate basis for intelli 
gent legislation. 

It is of interest to note in this connection that where the public 
domain is not definitely parceled out among ranchmen and where, 
in consequence, any stock owner may move his stock to any point 
on the public domain accessible to him, it is impossible for the 
ranchman to conserve in any way a supply of range feed for his 
animals, even for the near future; for any conservation he may 
practice is as likely to benefit his competitor as himself. Investi- 
gations have shown that where the ranchman has complete control 
over his range and can thus reap the benefits of his own efforts 
at conservation, the carrying capacity of the range may be greatly 
increased. It may therefore be assumed that when a proper basis 
has been determined for legislation on the subject and the range, 
by some method of leasing, homesteading or otherwise, has been 
parceled out among ranchmen so that each has exclusive control 
of his own range, a material increase will result in the amount of 
stock produced in the range country. 

This practically completes the list of studies in progress in the 
Office of Farm Management bearing on problems of land tenure 
and land utilization. 
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its improvement and cultivation but to obtain the unearned incre- 
ment; to share in the advanced prices which development by other: 
would bring. Settlement became migratory and speculative. Men 
gave no regard to the future in adopting a kind of cultivation 
which exhausted the fertility of the soil. When this occurred they 
went west and repeated the process. The speculative spirit per- 
vaded all classes; clerks, stenographers, miners, people in every 
vocation, bought land without any investigation into its productiv 
value or any intention of living on it. The result was that land 
prices have in many cases risen above productive values. This 
adds to the burdens of the future buyer and cultivator. 

Because development has been speculative, because the state has 
never recognized the responsibility it should have assumed in so 
shaping the settlement of the public lands as to create an organized 
rural society at the outset, we have an agriculture wasteful of soil 
fertility, lacking organization, and especially inefficient in the dis- 
tribution of what is grown. If the needs of agriculture and the 
organization of rural society had been understood when the nation 
was disposing of the public land, the first step would have been 
its classification, which would have indicated its productive value 
and the cost of its development. Moreover, some of the land, like 
the forest land, would have been retained permanently in public 
ownership, and there should have been such a limitation of tenure 
as would have prevented the speculative accumulation of great 
landed estates. The farm unit would have been adjusted to cli 
matic conditions. In some instances it would have been made much 
larger than the one generally adopted, and in others smaller. 
Science would have gone hand in hand with the settlement of the 
arid and semi-arid country, and all that science could give would 
have been utilized, first in the creation of the conditions of settle- 
ment and then in aiding the settler in his difficult task. Because 
nothing was done, these heroic but uninformed souls were be 
deviled by winds, cold, drouth, and insect pests. They wasted 
their efforts, lost their hopes and ambitions, and a tragic percent- 
age left, impoverished and embittered. The tragic part of this 
history is that nearly all this suffering and loss could have been 
avoided under a carefully-thought-out plan of development. 

The pictures of rural New England life in Mrs. Wharton’s 
Summer, the portrayal of the struggles of western pioneers in 
Hamlin Garland’s Son of the Middle Border, the conditions of 
tenants and settlers in the West and Southwest described in the 
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people who labor without ambition; without any agreement as to 
the standards of life, or any interest in our political institutions. 

In too many of the newer rural districts of America there is 
less social progress than in some of the older European countries. 
We are doing less than they to enable people who have industry 
and thrift, and but little else, to buy and improve farms. The 
importance of this can hardly be overestimated. The experience 
of the world indicates clearly that the best farms, the most con- 
tented people, and the most stable political conditions are found 
where farmers own the houses they live in and the land they culti- 
vate. Those who realize the full significance of these facts believe 
that our indifferent attitude toward the social problems of the 
farm must be abandoned and that in order to hold young people 
on the farms we must plan a rural development which will provide 
economic, intellectual, and social opportunities at least equal to 
those of other countries. 

The economic foundation of this planned rural development is 
the ownership of the land by those who cultivate it. Only those 
who live under their own vine and fig tree realize the full value of 
rural life. The most satisfactory social progress and the greatest 
advances in agriculture are found where patriotism has its roots 
in the soil. Several of the leading countries of the world have 
realized this fact. In order to check political unrest, to lessen 
the economic loss by migration to other countries and lessen the 
movement from the country into the cities, Denmark, Ireland, New 
Zealand, the Australian Commonwealth, Germany, and, to a lesser 
degree, a number of other countries, have inaugurated a plan of 
rural development in which the land is bought in large areas, sub- 
divided into farms and farm laborers’ allotments, and then sold 
to actual settlers, on long-time payments. The buyers are aided 
in improving and cultivating these farms by a competent organiza- 
tion, adequately financed by the government. They are given the 
benefit of expert advice, not only in their agricultural operations 
but in forming buying and selling organizations. In other words, 
these countries are creating an organized community development. 

This plan of rural development is the greatest agrarian reform 
of the last century. It is enabling discontented tenantry and 
poor laborers to enjoy landed independence, to live in better 
houses, to have more and better live stock, to educate their children 
and to have a deeper love for their country for what it is doing 
for them. A new and better civilization is being born. 
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veloping and supplying timbe r, coal, power, telephone, and othe r 
services to settlers; for organizing facilities for purchasing, mar 
keting, and other coéperative activities; and for securing any other 
improvements or services necessary for the efficient organization 
and development of any colony established under this act. 
Under this act the land will forever remain the property of th 
United States; instead of a freehold title the settler will be given 
perpetual right to use. When his use ceases his right to control 
land will cease and the land will revert to the government and 


become available for some other cultivator. Nonresident owne 


ship and tenant farming, in the ordinary sense of the term, would 
bye impossible. The passage of this bill would make it pe ssibli 


ror hundreds of pr opk to own farms who could not hope 
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under the ordinary conditions of private sale and private credit. 
The anxieties and tragical percentage of failures that have ac 
companied development in the past would be eliminated. All this 
would be possible without it becoming a charitable measure, or 
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has attended similar undertakings in other countries this could 


isily be done. 
California Leads State Legislation 


In the past the re have been isolated efforts to cre ate rural 
communities of a definite character. But such settlements as the 


Greeley Colony in Colorado and those of the Mormon Church in 


a Tere nt western states were based on some social or re f ! 


ligious 
rather than on the conception that land settlement is a public 


matter and should be under public direction. California is the 


attempt to create a rural life in accord 


first American state to 
ance with carefully-thought-out, prearranged plans. 

The reasons for this movement in California are well expresse 
in the opening paragraphs of the recently enacted land sett 


ment bill: 


The legislature believes that land settlement is a problem of great 
importance to the welfare of all the people of the state of California 
and for that reason through this particular act endeavors to improve 
the general economic and social conditions of agricultural settlers wit 
in the state and of the people of the state in general. 
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idopt one breed of cattle, one breed of hogs, and one of sheep. 
If this is done each will be advised to get one or two pure bred 
females. ‘The board will buy for the community the pure-bred 
stock. Most of the animals at first will be graded, but settlers 
will find out the value of pure-bred stock as they are learning 
how to handle it. 

The interest the board is taking in making this settlement a 
center for fine stock is based in part on the increased profits it 
will bring to settlers and in part on the fact that it makes farm 
ing more interesting. It makes farmers and farmers’ children 
students of their calling. This, in turn, makes them more indus- 
trious and contented. 

Under the act, speculation in land as a feature of colonization 
will be eliminated. The land will be bought and subdivided, with 
out profit, the purpose being to build up thrifty, progressive 
communities, and to make it possible for young men to marry and 
enter on the cultivation of farms which from the outset they con 
trol and which industry and thrift will enable them to own. 

In no particular is there greater need of change in American 
rural life than in the present position and treatment of the Amer 
ican farm laborer. The American farm of the future has special 
need for intelligent, dependable, trained men, who are willing to 
work for wages. They are as essential to the success of agri- 
culture as are our farm owners. Furthermore, unless American de- 
mocracy is a sham there is the same need for insuring that the 
family of the farm laborer shall live a comfortable, independent 
life, with opportunities for education and intellectual develop- 
ment, as there is for insuring these advantages to the farm owner. 
It was not necessary during the era of free land to pay much 
attention to this matter. Good laborers remained on farms until 
they could save money to become owners. They were recognized 
as the social equal of farm owners. But these conditions are gone. 
The American farm laborer now lives, as a rule, in a bunk-house; 
he has no social status, and competes with the Asiatic and the 
peon and degenerates into a hobo. If he is married it is rare 
that a home is provided close to his employment, and he is usually 
separated from his family for long intervals, which is bad for 
the family, bad for the laborer, and bad for society. 

The result is that the intelligent and aspiring American who 
can not afford to own land is leaving the country and going to 


the city; and the social conditions of the farm are suffering. What 
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| f farm buildings are being prepared, with the assistance of 
division of farm engineering of the State Agricultural ¢ 
: \pplicants for farms or for farm laborers’ homes will be \ 

the price at which these houses can be built, and they can hay 
them built by contract under the board’s supervision by mak 
cash payment of one third the cost, the remainder to bi paid 
imortized payments extending over twenty years. ‘The d 
ms of these houses will be so standardized that material, in 
rge degree, will be interchangeable. Contracts for houses 
groups of from ten to twenty will save time, reduce costs, an 
‘pedite construction, 
The set lers will be aided in coopr rative buying of live Sto 
d farm equipment. They will be able to secure from the board 
ins amounting to 60 per cent of the value of permanent 
provements which they make on their farms. ‘Thus if a settles 
with his own labor builds a fence, the value of that fence will b 
determined by the board’s agent and he will be abl to secul i 
in of 60 per cent of its value at 5 per cent interest. In thi 
Ly it will be far easier for settlers to tide over the hi ivy init | 
expenses of the first year or two than it is under unaided or wu 
organized development. 
The act provides for the employment of a farm adviser who 
will also be a business manager for the board. He will be on the 
| ground observing how settlers cultivate their farms and noting 
who are industrious and who are idle and unworthy of financia 
iid. The presence and the influence of this practical guide will 
save many settlers from mistakes which would be costly. Tt will 
enable the board in dealing with settlers to discriminate betw 
those deserving aid and the shiftless who would misuse it. Tl 
prompt and summary elimination of the latter is essential | u 
of the demoralizing influence they may exert. Generous aid f{ 
the worthy and unsparing exposure of those who seek to abus 
the state’s interest will have great influence in promoting a 
of community pride that, as a rule, is lacking in individualist 
colonies. It will encourage the formation of an intelligent, coi 
nated community life, whose object will be not simply to mal 
money, but to realize the best there is in modern civilization. The 
saving which it will effect in the initial expenses and t! 
will bring in increased returns through arrangements for | sal 
of products have been so fully proven in other countries that on 
working example will, it is confidently expr cted, soon lead to wid 
extension of this policy in America. 
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gressive. ‘The larger the estate the higher the rate. The progres 
sive land taxes of the Australian Commonwealth and several states 
ave proven to be successful agents in promoting the subdivision 
of great estates and their sale in small tracts. This was the main 
purpose in their enactment. The revenue is incidental, since the 
tax ceases entirely if the property is subdivided into tracts suffi 
ciently small. A Tasmanian estate worth over £400,000, owned 
by nonresidents, paid a progressive land tax before subdivision 
of £20,000. Since subdivision into small orchard farms it has 
paid nothing. <A land tax helps in buying land, but that alon 
s not enough. To create the agricultural and rural society this 
Republic needs there must be financial aid and practical directi 


nd the influences leading to community organization. 
State Aid in Settlement Need Not Inflate Land Values 


Some objection has been made to state purchase of land for 
subdivision and settlement, on the ground that it would inflat 
land prices. It will be only through mismanagement if such re 
sults occur. The price at which land has been bought, subdivided, 

nd sold to settlers in Ireland, Denmark, and Australia is far 
lower than prices at which private subdividers sell land to settlers 
in America. If land is bought at its productive value, which is 
the basis of purchase in the countries named, there will be no in 
crease of present American prices. On the other hand, no more 
effective means of inflating prices could be devised than those we 
are now following. Swarms of real estate operators flood the 
country with exaggerated and misleading statements about th 
profits of small farms. A comparison of the prices paid for land 
bought by the government for settlement in Germany, Ireland, 
Australia, and New Zealand, with the prices at which land is sold 
to settlers by private colonizers in the United States, will convinces 
any one that state direction is a conservative influence. 

The California law was the result of a conviction that private 
colonization is inadequate; that it has not created and it will not 
create the kind of rural life this nation needs. There may b 
isolated instances of colonizers who make the prosperity of settlers 
the first consideration, but the great majority are concerned with 
immediate profits. The land is usually sold by agents interested 
only in the commissions the settler brings. In most cases private 
colonizers make the time of payment for farms too short, require 
too large an initial payment, and give too little attention to the 
settler’s capital aptitude. 
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irrigated, The settlers are to repay the government in twenty 


years, with no interest on deferred payments, As the wor 
te be sold at actual cost, the donation of interest makes the | 
most liberal. 

Under this act over $100,000,000 have been expe 


i 


nded in build 
canals and reservoirs under t direction of the Reclamation 
Service, a bureau of the Department of the Interior. The chai 


icter of these works reflects great credit on those in control. They 
have been well and substantially built: many of them are in the 
forefront of this class of engineering achievements. ‘The men in 


charge have shown a devotion to their work, ability. patience, and 


honesty which indicate that the government can do this sort of 


work efficiently and cheaply, and in many respects can get better 


results than can private enterprise. The interposition of the gov 


g 
ernment has enabled lands to be reclaimed which otherwise would 


have remained arid. It has built up prosperous settlements in 
sections which, without such government action, would still be 


ieserts. 
There is so much that is admirable in the Reclamation Act and 
n the manner in which its engineering and operative features have 


been carried out that one is reluctant to call attention to its vital 
defects. But the part which is good only emphasiz 


s the part 
which is hopelessly bad. 


The engineering requirements of the Reclamation Act were 
ly thought out; the agricultural and economic needs of 


settlers were ignored. The things needed to create val 


alues in land 
were provided; the safeguards which would insure those values 
going to the right people were overlooked. To make public land 
idy for cultivation on these projects, will cost on an average 
an acre, and, with the payment for water right included, 
cost $150 an acre. The following estimate is regarded as a 
fair average for an 80-acre farm: 
Leveling land, building checks and small ditches... %2,500 
House and barn | 


1,000 
Living expenses—one year................. 500 
Taxes, operation, and maintenance charges and inci 

Initial payment on water right................ 200 
Dairy herd of 20 cows, or other live stock to eat 

Water right (in 20 payments)............... 4,000 


$12,000 


| 
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and gone away. ‘This percentage of failure is too great. The 


waste of money, labor, and time ought not to be continued. Under 
a state-aided and directed settlement, such as the Australian states 
now provide and as California is beginning to provide, the lands 
on which 580 settlers have failed would offer great opportunities 
to actual cultivators. A law should make it certain that land 
shall be sold only to actual cultivators. 


Defects of the Homestead Act 


The Homestead Act makes no distinction between good and bad 
land. While every settler has to pay the same amount of money 
for a water-right and for maintaining the canals, the benefits di 
rived vary widely. One settler may get a farm worth three or 
four times as much as another. Some farms are close to towns 
or railway stations; some are remote. Some have a surface easily 
prepared for irrigation; on others the surface is so broken or the 
soil is so poor that the cost of leveling is greater than the value 
of the land. 

The Board of Cost Review which investigated conditions on 
all of the reclamation projects, summed up the need for a reform 
as follows: 


To make no distinction between the good and bad farm units creates 
great economic unfairness and inequality of opportunity. 

It is a serious obstacle to the success of irrigation works. The good 
farm units are picked up; the culls are left. The aim should be to 
make all farms equally attractive, and to do this the lands should be 
classified and prices fixed in accordance with their fertility and cost 
of preparing for irrigation. 

On several of the projects the taking up of the inferior lands has 
resulted in the impoverishment of settlers and loss to the reclamation 
fund. We believe that this result may be avoided by aiding settlers 
to cure inequality in values and opportunity either by preparing the 
inferior lands for irrigation or by fixing charges in accord with land 
values and the relative cost of preparation for irrigation and cropping. 


On the North Platte project a majority of the settlers hav 
well-improved farms and are prosperous, but there are strips of 
broken, sandy country on which only a small part of each settler’s 
farm is under cultivation. On these farms the houses are dilapi 
dated and the farm buildings are falling into disrepair. Preparing 
the land for irrigation has been costly and the results have been 


5 Reclamation Record, April, 1917, p. 183. 
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there are others equally convincing. We are the only nation build 


give aid and direction to set 


ing irrigation works which does not 
tlers who use them. In Australia, where the government has spent 
over $50,000,000, building canals, it has spent over twice that 
sum aiding settlers. The farmers of Australia are very like those 


of America; they grow the same kind of crops and speak the same 


language. Yet in the settlement of irrigated land Australia gives 
chi f atte ntion to things we ignore a It provide Ss millions of dollars 


for financing settlers. We provide nothing. 
Comparison of American and Australian Policies 


In order to understand how the two policies operate, let us 
compare the development of one of the large irrigation projects 
In Australia with the development of a similar project in America. 
Let us assume an irrigable area of 150,000 acres subdivided into 
2500 farms of 60 acres each. In Australia the first step is the 
purchase of all the land at its productive value and, if a price 
can not be agreed upon, then by compulsory purchase at its as 
sessed value plus 12 per cent. While the irrigation works are 
being built the agriculture of the project is being planned and 
the lands are being made ready for S¢ ttle mit nt. A contour survey 
is made to show where ditches should run and how the surface 
of land must be smoothed off so that water will run over it evenly. 
The roads and the towns are located; the farming land is sub 
divided into farms and farm laborers’ allotments. The land is 
cleared of brush, plowed, leveled, and ditched, and part of it is 
planted to crops. Plans and estimates of houses varying in cost 
from $500 to $4000 are prepared. Posts and wire for fencing 
are purchased. A canvass is made of widely separated sections 
to locate horses and cows which settlers will need. When water 
is in the ditches, when everything is ready, settlers are invited. 
They are told that the government will erect any houses they 
select from its designs if the settler will pay in cash one-third of 
the cost. He can have the advice of government experts in select 
ing and buying his live stock. He can, in New South Wales, get 
his nursery stock from the government nursery. A farm laborer 
can obtain a house and two acres of land by a cash payment of 
about one-tenth of the cost of the house. 

Farmers must have a minimum capital of from $1500 to$2500, 
the minimum varying with the size of farm applied for. The 


maximum value of these farms in Victoria, Australia, is $12,500. 
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given. Pioneer families had been replaced by sheep. In all the 
states a repetition of this is guarded against. In New South 
Wales the settler gets a deed but he does not pay for the land or 
get an unrestricted freehold. He pays each year a charge which 
may be considered either a rent or a tax or both. He has com 
plete control of the land, his children inherit it, so long as he or 
his inheritors live on and cultivate it. If they sell, the purchaser 
must be approved by the government. If they move away without 
selling they can not rent; the land reverts to the state, 

In Victoria the settler buys the land, pays for it, and gets a 


freehold title which requires the owner of the land, or a membe 


of his family, to live on and cultivate it. He can not buy other 
illotments. Land aggregation and tenantry are prohibited as 


enemies of a democratic civilization. 

These settlements have proven such agricultural and economi 
successes that, in the midst of war, the Australian Commonwealth 
has appropriated $100,000,000 to buy and make ready farms for 
returning soldiers. This, for a population of 5,000,000, is equiva 


nt to an appropriation of $2,000,000,000 in this country It 


has succeeded because the plan is practical. It has been worke« 
out from a business, as well as a humanitarian standpoint. It is 
sound business because of the money and time it saves settlers. 
Take the item of houses and barns. Over 5000 of these buildings 
will be needed on this assumed project—the plans for them aré 
standardized, materials are bought at wholesale, and contracts 
for their erection are let in large numbers so that builders can 


keep their men constantly at work. The care given to the designs 
insures better buildings and better grouping, and the settler pays 
about half the price he would have to pay if he worked as an un 
aided individual. 


bles him to gel better horses and cows 


Expert help in buying ena 
than he otherwise would obtain. A farm prepared to grow crops 
enables him to make more money in the first two years than he 
would in five years if he had to level the land. 

All the money spent on improvements, loaned to settlers, and 
paid to advisers has to be repaid with interest. The settler ts 
given from twenty to thirty-six years in which to complete the 
payments and the interest rate is low—4 per cent on some loans, 
5 per cent on others. By means of expert agricultural knowledg 
the state’s credit in borrowing money, and competent direction in 


building houses, leveling land, and buying equipment, settlers aré 


l benefits are shown 
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In the purchase of live stock and equipment these settlers in 
strange localities, acting without expert advice, are victimized by 
being sold poor horses and still poorer cows. To leave this costly 
work to be done by settlers who lack knowledge, equipment, and 
money, involves a ruinous waste of effort and time. Nothing could 
be more inefficient. Making land ready for the application of 
water is as essential a part of reclamation as the building of canals 
and reservoirs. This is the view of Hon. Franklin K. Lane, Secre- 
tary of the Interior, who this year stated before the House Com- 
mittee on Irrigation: 

If I had the installation of the Reclamation Service today I would 
follow out this scheme as to every acre of land, government and pri 
vate, on our projects. I would say: “The government will put in 
the dam; it will put in the main canal; it will level the land; it will 
seed the land.” And then I would divide that land up, and would not 
illow anybody to go on it except the man who was capable of using it. 

This government ought, as a matter of expediency, to make its 
economic opportunities as broad as those of any other country. 
To do this the waste, inseparable from unorganized settlement, 
must be eliminated. The profits of cultivation do not enable set- 
tlers to meet their heavy expenses and pay their way. The in- 
evitable result is that they become victims of the money lender. 

In 1915, the total mortgage indebtedness on one project was 
$3,030,370. Some of the poorer settlers were paying up to 18 
per cent interest and the average was over 8 per cent. On an- 
other project the total mortgage indebtedness was $8,500,000, and 
there were chattel mortgages aggregating $2,500,000. The rate 
of interest varied from 6 to 12 per cent, with an average of over 
9 per cent. On still another project, the average indebtedness 
of the settlers was about $1000. Some settlers owed $4000 and 
many of the poorer ones were compelled to pay from 10 to 12 
per cent interest. It is not the indebtedness that is significant 
but the interest rate and the short time for repayment. Few set- 
tlers can borrow money for more than one year. The time needed 
varies from two to twenty years. 

A system of credits suited to the conditions of this development 
should be provided by the government. In Australia, the state 
of Victoria lends to a settler, on permanent improvements made 
by him, up to $2500. New South Wales lends to a settler on the 
same conditions up to $4000. The Canadian Pacific Railway lends 
up to $2000. The province of British Columbia lends settlers 60 
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nomie results of the reclamation act have been defeated by the specu 

lative and nonresident ownership of land and by a selfish and unwar 

ranted inflation in land prices. 
* 


The speculative landholder on our irrigation projects and his al 
lies, the usurer and the real estate commission dealer, as a rule invest 
no money in improving or cultivating land. They produce nothing and 
they have no intention to produce anything from the soil. They rely 
for their profit on the necessities of the settlers and farmers and on 
the unearned increment due to rise in land values from the mere fact 
that they were irrigable; from the settlement and increase in value of 
the neighboring lands, due to the sweat of their neighbor's brows, and 
from the increase in population and local business and trade. They, 
unfortunately, may always be found at the head and front of every 
movement to repudiate under any and every flimsy pretext, and to cut 
down the actual and proper cost of irrigation works that alone give 
value to their own and neighbor’s lands and is the only basis of pros 
perity. They constitute not only no use or value to the project, but 
they are the greatest possible nuisance, handicap, and hindrance to 
development and progress. This blemish of the reclamation act must 
be eliminated, controlled, or abated before any successful system of 
land settlement in the arid states can be carried out by the states or 
general government. 


This condemnation of the speculator is fully warranted by the 
facts disclosed to this board. Wealthy investors have been un 
believably selfish. They have endeavored to have payments of 
the cost of canals reduced and thus repudiate the obligations 
entered into with the government. ‘They have made the task of 
administration exceedingly troublesome; they have imposed on the 
Secretary of the Interior and his assistants a burden that would 
have been entirely averted if no one but actual cultivators and 
owners of small farms had been able to own the land. The us¢ 
of public money to increase the productive value of privately 
owned land is good policy if the result is a public benefit rather 
than a private profit. Every precaution should be taken to in 
sure this. If the benefits go to land speculators, if actual culti 
vators have to pay inflated prices, then such increase in wealth 
may be diverted into the wrong pockets and become an economic 
evil. ‘To prevent this, interest should be paid on all money spent. 
Nonresident ownership and tenantry should be made impossible. 
The land so improved should be owned by its cultivators. 

There is only one certain way of securing the latter result and 
that is through the purchase of all privately owned land owned 
by any individual, above a maximum farm unit, and its subdivision 
and settlement by the government. Efforts to secure a satisfac- 
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of the state will be of great aid to the federal authorities bee 


it will correct a mistaken idea which prevails that anything that 


the state can secure from the federal treasury is clear gain; which 
idea causes a tolerant opinion of steps to repudiate obligations. 
This would not exist if the losses of such repudiation fell in part 
on the state. 

There is another, and even more important, reason for this 
coéperation. The state has a greater interest than the United 
States in the kind of communities created by these projects. I 
has to educate the children in these settlements; it is the main 
gainer from increased production, taxation, and trade. It ought, 
therefore, to have an important part in shaping the agricultural, 
the economic organization, and the civic ideals of these commun- 
ities; and the time to begin this is at the inception of development. 

The Australian plan should be adopted here. Under it the 
federal government lends the states money with which to buy, im 
prove, and settle the land, and makes the state responsible for 
the return of this money and for the payment of money spent on 
irrigation works. The federal government charges the state 4 
per cent for the money advanced and the state charges the settler 
5 per cent. Under such an arrangement the carrying out of 
reclamation projects would involve both federal and state legisla- 
tion and the creation of coéperative organizations, the federal 
government to be supreme in matters of construction and manage- 
ment of works, the state in the selection of projects, purchase 
and settlement of land, and the development of agricultural and 
economic institutions of the project. In this way each coéperator 
would perform the part it is best fitted to perform. Such stat 
action has not been attempted in this country, but the California 
Land Settlement Act shows how it can be done. The last legisla 
ture of Wyoming favored such codperation in the future reclama 
tion of irrigable public land in that state. A memorial to Con 
gress, passed unanimously by the state legislature, contained th 
following recommendations: 

That the federal government construct and operate the irrigation 
systems under the provisions of the United States Reclamation Act. 

That the state direct the subdivision, sale, and settlement of the 
land, inaugurating a system of financial aid and practical advice to 
the settlers, including loans for essential farm improvements at low 
rates of interest with long-time amortized repayments. 

That the whole development be planned in advance so as to insure 
everything required for complete and harmonious community life; in 
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LAND UTILIZATION—DISCUSSION 


Ricuarp T. Ery.—The problem of finding suitable occupations and 
means of livelihoed for returning soldiers and sailors is going to be a 
pressing question in the near future. At the close of the war th 
problem will at once become acute and will involve finding means o! 
taking care, not only of the millions of soldiers and sailors, but also of 
workers in munition factories and others whose occupations have been 
diverted from their normal course. The land question has come to the 
front during or after every war in which our country has been engaged 

The reasons are obvious. Men are dislocated and the question of 

n occupation is reopened. Many after a life in the open look with 

disfavor upon the narrow confining life of a shop or store. They di 
sire the independence of the farmer. They feel that perhaps they 
will have lost some advantages of advancement in their old occupa 

ms. Inquiries among Australian soldiers revealed the fact that 
10.000 desired to get on the land. 

Our allies are already making large, liberal, and well thought out 

ins to take care of returning sailors and soldiers on the land. 
We should at once begin investigations with a view to making the 
st possible plans for taking care of soldiers and sailors who desire 
get on the land. The method of simply allotting land and letting 
the settlers shift for themselves never worked very well, and it is 
now out of date either for public or private colonization of the land. 
People demand something better, and we are like ly to have dangerous 
discontent as well as unemployment unless we make wise plans for 
demobilization. There should be no painful contrasts between what 
other countries and our own do for the returning men, who have risked 
life and limb for the defense of freedom and civilization. 

It is to be noted that the insurance and compensation scheme for 
soldiers and sailors, already in force, lends itself to wise plans of set 
tlement. It provides certain funds and especially contemplates the 
education of the returning soldiers and sailors to enable them to gain 
a livelihood. 

We should put the soldier and sailor, who wish it, on well selected 
land, stand behind them with efficient guidance and capital, and af 
ford them sufficient time for repayment for land and equipment on the 
amortization plan. We have already seen examples of private and 
successful colonization where the land purchaser has all these aids and 
is very generally successful. 


We have a large part of the machinery and facilities required for 
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colonial wars. The Royal Proclamation of 1763 granted to thos« 
serving in the French wars the following amounts of land: to field 
officers, 5000 acres; to captains, 3000 acres; to non-commissioned off 
cers, 300 acres; to privates, 50 acres. 

The Continental Congress adopted the same practice, and in 1776 
provided that all officers and men serving throughout the Revolution 
should have grants of land ranging from 500 acres to colonels to 100 
acres to privates. Of the individual colonies, Virginia, New York, 
Pennsylvania, North Carolina, and Georgia offered similar bounties, 
but in much larger amounts, for example, from 600 acres up in New 
York. 

The colonies redeemed their pledges early by setting aside military 
reserves in their western lands, but disputes over the national domain 
kept the national government from taking complete action till 1796, 
when a military reserve was set aside in Ohio. In 1788, the soldiers 
warrants for land had been made transferable. The act of 1796 r¢ 
quired that the warrants should be located by January 1, 1800, but 
this date was subsequently extended until finally all limit as to date 
was removed. Accordingly it is still possible to locate land under 
soldiers’ warrants in the public domain. 

During the War of 1812, and again during the Mexican War, simi 
lar provisions were made for soldiers’ services. The Act of 1846 prob 
ably represents the results of the accumulated experiences of the na 
tion in granting public land to soldiers. The warrants were unassign 
able, but could be commuted. No time limit was set as to their loca 
tion, and they could be located anywhere in the public domain 

Between 1850 and 1857 acts were passed which greatly extended 
the offers of bounties, until finally all persons serving in any war for 
fourteen days or over, or in any battle, in any military capacity what 
ever, whether as sailor, soldier, chaplain, or teamster, were awarded 
upon demand 160 acres of the public domain. The increasing liber 
ality of the government was probably due to the fact that Senator 
Benton had about convinced the nation that any settler who developed 
a farm in the wilderness paid well for it, and that a land grant was 
no gift at all. At any rate Congress passed the Homestead Act in 
1862, opening up the public lands to everybody, soldier or citizen, 
upon condition of residence and development. Since that time it has, 
of course, not been possible to use public lands as rewards for soldiers’ 
service, except that the Homestead Act has been modified in behalf of 
the Civil War veterans so as to allow them to substitute their time of 
service in the army for residence time on their homesteads. 

In all 598,360 soldier warrants were issued by the national govern 
ment up to June 30, 1907, and these provided for locating 68,740,110 
acres of land. 

The government’s reason at first for offering land bounties was to 
encourage enlistment. From 1850 on, however, the purpose of the 
bounties was to reward services. 


The following may serve as a summary of the national experience 


with land bounties to soldiers: 
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of attracting labor to the farms after the war; but, while the majority 
report maintains that the requisite changes in English agriculture 
could not be effected in time to employ the ex-service men, the mi 
nority report insists that England must offer to the ex-service men as 
good a prospect in agriculture as do the dominions, and that she must 
do so without delay. The minority report advocates a policy of es 
tablishing minimum wages through district or national boards, and 
guaranteeing to the farmer a minimum price on wheat. That would 
enable him, first, to pay a higher wage and provide better living con 
ditions; and, second, would induce him to convert the poorer grades 
of grass into arable land. 

Memorandum on British Imperial plan for settlement of ex-service 
men upon land: Report of a committee appointed by the Secretary of 
State for the Colonies——A Dominions’ Royal Commission had previ 
ously reported that there should be set up a central authority for the 
Empire, which should be a Department of the Home Government for 


handling the matter of settlement. A Consultation Board on which 
the oversea dominions would be represented was to function in co 
operation with the department. The present committee advocates 


giving the dominions not merely advisory, but fullfledged, representa 
tion, with the power to vote. The committee pointed out that plans 
for settlement at home and overseas are in no way mutually antagonis- 
tic. They say, however, that due care will have to be exercised in 
order not to disturb the labor situation in the ‘oversea dominions should 
there be a large number of other than agricultural settlers emigrating. 
The matter of financing the settlers upon land is also considered. 


2. Canada 


A bill was introduced in the summer of 1917 in the House of Com- 
mons by the Minister of the Interior “To Assist Returned Soldiers in 
Settling Upon the Land and to Increase Agricultural Production.” 
The bill proposes a Soldiers’ Settlement Board to consist of three 
commissioners. The Minister of the Interior, at the request of thi 
board, may reserve dominion lands for the purposes of the act, but 
all such reservations lapse three years after the close of the present 
war. The Ministry may grant to any settler recommended by the 
board a free entry for not more than 100 acres of such lands, subject 
to such conditions as in the opinion of the governor in council are nec- 
essary to secure the use of the land for the purposes for which it is 
granted. The board may loan a settler not more than $2500 for the 
clearing of land for agricultural purposes, the improvement of agri 
cultural land, the erection of farm buildings, the purchase of stock, 
machinery and equipment, and such purposes as the board may ap 
prove. Before making loans the board must be satisfied that the value 
of the security offered is sufficient to justify the loan, the value to be 
estimated on the basis of the agricultural productiveness of the land 
and the commercial value of any other security given; also that the 
applicant has the ability to make from the land a fair living for him 
self and his family, after paying the interest and amortization charges 
and other payments due. All loans must be expended under the su- 
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41. New Zealand 

The New Zealand Discharged Soldiers Settlement Act, of 1915, 
provides for the disposal of lands to returned soldiers under two 
headings: Ordinary Tenures and Special Tenures. The governor 
sets apart by proclamation an area of crown or settlement land for 
selection by discharged soldiers only and such land is disposed of 
under the “‘ordinary tenure” of the previous land acts. A duly author- 
ized agent of an enlisted man may apply on his behalf for land under 
this act. Thus able-bodied men or slightly wounded men may be pro- 
vided for. 

Under “‘special tenure” the disabled men are dealt with. The gov- 
ernment finds the land and finances the wounded soldiers until such 
time as they can reasonably obtain a return from the land. 

No transfer of land acquired in either way may be made for a 
period of ten years, except with the consent of the government. 


G. F. Warren.—Three important land problems are: What are our 
land resources? Who is to live on the land? and, How is the farmer 


to acquire land? 


Our Land Resources 


The tentative schedule for the next census shows the following clas- 
sification of land in farms: 
Acres 
9. Total number of acres in this farm.1 (Give here all lands op- 
erated or farmed by the farm operator, including all outlying 
or separate fields, meadows, pastures, or woodlands operated 
by him as owner, tenant, or manager. Do not include land 
pastured, cropped, or otherwise operated by any other than the 
one whose name is given after Inquiry 1.) — 
10. Number of acres of land which is devoted to orchards or vine 
yards; or from which hay, corn, or other crops were harvested 
in 1917. 
11. Number of acres of tillable land which in its present condition 
can be plowed, but which was used exclusively for pasturage 
in 1917. 
12, Number of acres of tillable land which in 1917 was lying idle or 
fallow. 
13. Number of acres of land on which crops were sown or planted 
in 1917, but were not harvested on account of crop failure. 
14. Number of acres of woodland used for pasture in 1917. 
15. Number of acres of woodland not used for pasture in 1917 
16. Number of acres of nontillable land, other than woodland, used 
for pasture in 1917. 
17. Acres of waste land and land covered by buildings, barn and 
house lots, roads, and lanes, 


1The sum of the acres reported in answer to Inquiries 10-17, inclusive, 
should be the same as the answer reported to Inquiry 9 
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» Arid land for which water is not available, but that 1 it 
for crop growing by dry-farming methods 
>| Arid land suitable for 
19 and 20, 
22, Arid land not suitable for any agricultural use 
23. Mountainous land not suitable for any agricultural use. 
‘4 tocky or stony land not included above and not suitable for any 
agricultural use. 
5. Sand hills not suitable for iny rricultural use 
%. Other land—describe it. 
Total 
lhe total area plus the area of land in farms should equal thi 


‘a of the county This is given in the Thirteenth Census 


Chis classification may appear to be in great detail, but it is j 
easy to report most of these items separately as it is to have them 


( ombine d. 


Who is to Live on the Land? 


Since farm families are more prolific than city lamilies, there is 
a constant movement to cities. The kind of persons who live on the 
farms will soon be the kind in cities. The kind of persons who live 
on the land should be the kind that we desire as future population. 
Some very shortsighted persons would even add to our present rac 
problem a Japanese and Chinese race problem by importing the 


persons to work on farms. 


Means of Acquiring Land 


The writer believes that public welfare is best served and the best 
farm conditions developed when it is possible for the average farm 
boy without any capital to accumulate enough money to become a 
tenant by working as a hired man for two to five years; and when 
it is possible for him to accumulate enough money so that he may be 
come an owner of a mortgaged farm by five to ten years’ worl 
tenant. 

An investigation made in 1911 in Jefferson County, New York, of 


668 farms showed the methods of getting 


started as stated in the fol 
lowing table. 

In this region 38 per cent of the farms were rented. 

In Livingston County, New York, the average age at which opera 
tors became owners was thirty-six years. In this region 36 per cent 
of the farmers were tenants. 


In Jefferson County those who started as hired men at home were 
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ire mere inferences. 

There are in this country large areas of unimproved land. All of 
it is destined to become improved, but not in the existing meaning of 
that term. Virgin forest land is not improved at present, but it will 
in time be considered so; and much of the land now unimproved and 
some that is now said to be improved will find its most productive use 
as forest land. ‘To determine what shall finally become forest land 
ind what shall be devoted to other uses, accurate knowledge is essen 
tial if it be properly determined. Knowledge of the characteristics 
of the land, or, in other words, the information on which classification 
must be based, is needed not as an end but as a means of determining 
the capabilities of the land. The problem therefore is: 

1. Utilization of unused land. 

2. Better utilization of land now used. 

The better utilization of land now used is the same problem as th: 
effective use of unused land. The problem of the unused land is not 
simply use, but an intelligent use, or the best use, determined by neu 


tral or fixed conditions and economic conditions which change more 


or 
ess slow ly. 


The solution of the proble m in both cases dep nds upon A ] nowle dge 


a 


of the natural or fixed conditions. Primarily they are of two kinds: 


1) air or climatic conditions, and (2) land conditions which are 
fundamentally concerned with soil and topography. What I shall say 
will concern the soil itself, assuming that it is more fundamental and 
of much more importance than topography. 

Many attempts have been made in the past and are still being made 
to determine the character of the land by some “short cut’ method. 
Such attempts are in harmony with our methods in doing many things, 
even in getting rich. They express the attitude of youth everywhere. 
We have tried to interpret soil conditions from geological conditions. 
It has been more or less vociferously maintained by the geologists, and 
somewhat tacitly admitted by others, that the geology of a region will 
give us about all we desire to know concerning its soils. More careful 
study of the soil itself, however, whether the study be directed to the 
soil as a natural body worthy of investigation for itself alone regardless 
of its value as a producer of crops, cr merely as a producer of wealth, 
has shown that over large areas of the earth’s surface the nature of 
the soil is only remotely and in somewhat minor details dependent 
upon the geological formations as these are defined by geologists. 

The geologist is able to account for the processes by which the soil 
material was accumulated and for the original character of that ma 


terial when accumulated, but the existing soil differs from that material 
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ind physical characteristics is classifying it on the basis of its own 
characteristics; and each fact is a soil fact and is of value in a final 


and fundamental characterization of the soil. 


It is exactly this that npting to do in our soil survey 


work, While it is true that we have certain groups of soils in which 
the group basis refers to features that are not necessarily those of the 


soil to be observed by a study of the 


:% soil itself, vet this is merely for 
convenience and we recognize fully that such is the case. The soil 
units are defined according to characteristics of the soil itself. We 


realize that one result of our grouping according to physi 
geology brings about a certain amount of duplication in our units, yet 


wraphy and 


. 
his will be gradually eliminated in time when we have finally outlived 


ie necessity of our convenient but artificial grouping. 
Our work, therefore, consists of soil definition, identification 


location, and the grouping of the 


and 
soil units according to their charac 
teristics. ‘This is a classification of the fundamental feat 
land. No final land classification is possible without this soil classifi 


cation. It is the one factor that heretofore has been left out of consid 


eration because it was not available. With a knowledge of the soil, 


topography, and climate we shall be in possession of the three funda 


mental factors that are necess iry. 

The climate is already rather well known. The topography also in 
general terms and the details are being accumulated. The soil data 
both general and detailed were the last of the three to claim recogni 
tion, but they are now in process of accumulation. 

In our work the soil unit is defined in terms of its characteristics, 


many of which enter into its determination and must be determined 
before the soil can be identified. It is unnecessary to describe the 


here since they are more or less technical By their 


I. means, howe ver, 
the soils of any area that has been covered can be grouped according 
to several characteristics—for example: according to drainage, degre¢ 
in 
tractability, productiveness, chemical characteristics, physical features 


topography. 


of oxidation and aeration, presence or absence of hardpan, texture, 


Classification of the land, however, is not the final solution of the 


problem. It marks the attainment merely of the completion of thi 
first and preliminary stage of its treatment. It expresses the result 
of the accumulation of the fundamental information on which the work 
of the next phase must be based. The latter consists of the determina 
tion of the adaptabilities and capacities of the several kinds of land 


that have been defined, identified, and located. This must be done 
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THE FEDERAL VALUATON OF RAILROADS IN 
RELATION TO A DEFINITE POLICY OF 
NATIONAL RAILWAY CONTROL 


By Joun Baver 
Princeton University 

There has been recently a widespread demand for discontinuing 
the federal valuation of railroads made by the Interstate Com- 
merce Commission in accordance with the Railway Valuation Act 
passed by Congress and approved March 1, 1913. The discon- 
tinuance has been urged on the patriotic grounds that the en- 
gineers, accountants, and clerical forces are needed in the war or 
in work connected with the war, and that the valuation now has 
only secondary importance.’ 


1 The day before this paper was presented, President Wilson issued a proc- 
lamation seizing all the railroads and their appurtenances in behalf of the 
federal government. The plan of operation provides for a Director-General 
who will work through a committee of practical railroad men and who will 
continue the existing organization of the individual companies. 

In general, the plan is one of national super-control and not of outright 
government ownership and operation. It is substantially the kind of organi- 
zation that I had in mind in the preparation of this paper. It provides for a 
national railway system, without initial disorganization of management, and 
without the danger of political manipulation. While certain details were 
determined by immediate war conditions and will probably have to be changed 
later, in general, the plan seems to me to furnish the most desirable perma- 
nent policy, although, of course, what should finally be done will depend upon 
the success of the operation during the war. However, it now seems incon- 
ceivable that after the railroads have been merged into a single system they 
should be returned to status quo ante, broken up into the original competitive 
units. 

From the standpoint of permanent policy, there are two important points 
in which the President’s plan should be materially changed: (1) as to the 
body exercising super-control, and (2), as to the method of compensating the 
railway investors. For the purposes of the war, the creation of a director 
general, not connected with any existing government organization, is probably 
desirable. Permanently, however, the super-control probably had better be 
lodged with the Interstate Commerce Commission, which should be the national 
board of railway directors, performing for the country at large the same 
function that is exercised by the board of directors of an individual com- 
pany. The Commission is an existing organization and is excellently fitted to 
determine the general policies. While a director general should probably be 
employed, he should be responsible to the Commission in carrying out operat- 
ing policies. 

As to compensation, the President’s plan guarantees to each company the 
average net operating income for the three years preceding June 30, 1917. 
As a practical war measure, this is probably the most satisfactory immediate 
arrangement. It is reasonably liberal to the railroads and at once frees the 
investors from all financial uncertainties, so that the traffic may be freely 
shifted according to national requirements, and new investments may be made 
at the government’s direction, all without affecting any private interests. 

For permanent purposes, however, the basis of compensation probably will 
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ably do the great majority of economists and people interested in 
regulation from a broad national standpoint. But I feel, never- 
theless, that the belief rests largely on hopes, and not on purposes 
already expressed in definite national policy. 

What is the purpose of the valuation? The Valuation Act re- 
quires the Interstate Commerce Commission to make an inventory 
of all the property of interstate railroads, to find the original cost 
of the property, the cost of reproduction, the depreciation and 
other elements of value, to analyze the capitalization and to ré 
port the financial history of each company. How the results are 
to be used does not appear. There is not even the provision that 
the final value of each property shall be definitely determined. 
Doubtless the figures are intended chiefly for tax purposes and for 
rate hearings to determine the valuation on which the companies 
are entitled to earn a return. They will serve both the Interstate 
Commerce Commission and the various state commissions, but their 
use is nevertheless uncertain and at best cannot be conveniently 
made. No definite procedure has been established. Unless a clear 
policy is determined, it seems exceedingly doubtful whether the 
costs of the valuation will be justified. 

I believe that a policy can and should be worked out which will 
incorporate the valuation figures for permanent purposes, and 
will greatly simplify the regulation of railroads. Everyone knows 
that the present methods of railway regulation are unsatisfactory ; 
they are indefinite, unwieldy, and do not achieve their main pur- 
poses. They must be simplified and worked into a definite policy 
which can be kept under accounting control. The purpose of this 
discussion is to consider the present valuation of railroads in con- 
nection with a definite policy of national railway control; to out- 
line a policy which will control in a practical way, will make 
definite the principles and purposes of regulation, and will permit 
the desirable national railway developments. 

Let me outline in general the plan that is proposed: (1) In 
connection with the present valuation of railroads, Congress should 
authorize the Interstate Commerce Commission to determine offi 
cially the amount on which each company shall have the right to 
earn a return, and for this purpose should fix a definite method 
of valuation or should authorize the Interstate Commerce Com- 
mission to do so. (2) Congress should provide that when the 
valuation of any property is completed the results shall be taken 
into the accounts of the company, and thereafter the accounts 
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that rates shall be reasonable, and quite another definitely to pri 
scribe how they shall be determined. The two obviously go to 
tether in complete legislation, but Congress, as in many cases of 
economic legislation, acted only partially and therefore placed the 
burden upon the courts to fix a definite procedure. 

The test of reasonableness that has been adopted is that in 
general rates must be high enough to bring a fair return on the 
value of the property devoted to the public service. Rates that 
bring more than a fair return are excessive, and those that bring 
less are too low. Cost is the more specific standard, such cost 
including operating expenses and a fair return on the property. 
Cost rate-making involves very great difficulties, but these will be 
considered later. Let us now restrict ourselves to the valuation 
of the property entitled to a fair return. 

In general, the proposition that a company is entitled to a fair 
return on the value of its property sounds definite and practical ; 
nevertheless this has caused and is causing one of the chief con- 
fusions in regulation. The difficulty is, what is the value of the 
property? We cannot consider this question extensively, but ob- 
viously, whatever the courts may mean, it cannot be the value of 
the property in the sense that would be employed in an ordinary 
commercial enterprise. It is an economic commonplace that the 
value of a business depends on the earning power, and in a rail- 
road the earning power depends on the rates. Consequently, if 
value were really to be the basis of rates, rates could never be 
reduced. 

The circle of value and rates has been pointed out perhaps a 
thousand times, but the court decisions have been fixed, and they 
rest at value. As a matter of fact, however, in any practical rat 
proceeding, value has been disregarded. We make valuations for 
rate purposes, and when reductions in rates are made the valuation 
is less than value. But no definite method of valuation has been 
adopted. While certain partial processes have been favored, no 
clear method has eve r been established. Moreove r, valuation has 
never been considered from the standpoint of public policy, from 
the broad view of what would be nationally desirable; the courts 
have necessarily been concerned with the rights of investors and, 
therefore, have always come back simply to value as the basis of 
rates. The result is that in every considerable rate case, both as 
to railroads and other public utilities, the records are clogged up 
with discussions of value, what it means, what should be included, 
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have to rest on broad grounds of national expediency or reason- 
ableness, and would probably have to be somewhat arbitrary. It 
could not meet all the fine points of justice, but it should never 
theless be equitable in general, should consider the public welfare, 
and should be workable. When adopted, it should be applied to 
all properties to determine the investment entitled to a return. 
No modification for individual cases should be permitted, or the 
work of valuation would be greatly impeded; there would be in 
terminable discussions of detail, and the purpose of the rule would 
be largely defeated. When the value of any property is once 
definitely established, the company should then have the definit: 
right to earn a return on the amount. 

For this purpose, the present valuation of railroads has ob 
viously paramount importance. With the method of valuation 
clearly determined, the results would be definitely taken as the 
company’s past investment entitled to a return, and all uncer- 
tainties of the past would be resolved once for all. But to accom- 
plish this, congressional action is necessary; it should not be left 
to the courts. 

I do not propose to argue for any special method of valuation. 
There are several possible methods, each having its own special 
advantages and disadvantages. But which particular method is 
idopted is of great importance both to the companies and to the 
public. The selection will require exceedingly careful considera- 
tion. The choice would probably lie between the so-called repro 
duction cost of the property less depreciation and the actual 
original (installation) cost less depreciation. Whether the repro- 
duction cost or installation cost is used, would make a difference 
in the valuation of railway lands amounting perhaps to two billion 
dollars. This choice should then be made once for all on grounds 
of national expediency, and not left to chance requirements of 
particular cases. Congress should adopt a definite method of 
valuation and should act from the standpoint of desirable na 
tional policy. 

The selection of a method must finally depend on our sense of 
reasonableness and our view of the general welfare. The method 
should probably be judged principally by the following five stand- 
ards: (1) It should be definite and clear, so that it can be easily 
understood. (2) It should be simple, so that it can be readily 
applied. (3) It should not break violently with present legal 
standards, although these are unsettled and the rule itself is to 
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The return on investment shown by the present accounting con- 
trol is, therefore, fairly trustworthy, though it is not coupled up 
with a complete policy of regulation. 

The real difficulty appears with the property or investment 
accounts. The property figures have no significance for regula 
tory purposes. ‘They represent mostly the equalization of security 
issues, and the methods of past security issues are too well known 
to require consideration. It would be exceptional if in any cas 
the investment in road and equipment shown would be even ap 
proximately equal to the fair earning value of the property di 
termined by reasonable methods. They are book figures and 
nothing more, and their annual publication by the Commission 
has meant not only largely wasted effort, but has tended to create 
misleading impressions as to railroad investments, 

The criticism should be modified as to property installed sinc 
the Commission’s accounting rules were put in force. The invest- 
ments since 1907 have probably been fairly satisfactorily reported. 
But of most of the important railroads, the property accounts 
extend back fifty to seventy-five years or more, and the charges 
may include both original capitalization issued without actual in- 
vestment and later overcapitalization due to consolidations of 
properties; and, in some instances, overcapitalization through in- 
adequate maintenance, with renewals financed through the issue 
of capital securities. 

The property accounts, therefore, serve no purpose in our 
scheme of regulation. If we are to have an official valuation of 
all railroad properties, the accounts of the companies should be 
rewritten accordingly, so that for each company a particular 
account would show the earning value of that particular class of 
property in service, and so that all the property accounts together 
would show the total investment entitled to a return. Thereafter, 
the cost of all additions and improvements would be added to the 
accounts and when old property is retired from service its original 
valuation or cost would be written off the accounts at the same 
amount as it stood charged. The balance of the property ac 
counts would always show the investment entitled to a return. In 
any case, then, references to the books would show immediately 
both the valuation entitled to a return and the return actually 
realized on the property. There would be automatic accounting 
control; the facts would not only be instantly ascertainable, but 
they would be regularly checked to show the results of operation. 
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counts are rewritten so as to show definitely the earning value, 


the capitalization should not be adjusted to the same basis. In 


some instances there might be difficulties, but would they be ir 
supe rable? The capital stock could always be scaled down, and 
except in unusual cases the bonds outstanding would not be dis 
turbed. If the adjustments in capitalization were once made, then 
the investment entitled to a return would be shown by the amount! 
of securities outstanding, which would be the clearest way « 

howing the earning value. Subsequently, if the property i 
satisfactorily maintained, the additions to the investment would 
be shown by the new securities issued. ‘The Commission could then 
control the investment merely by requiring proper maintenance 
of property and controlling the issue of securities. This would 
be simple, but it would involve the control of capitalization fo. 
which the Commission should receive legislative authority. 

But even if the securities outstanding are not adjusted to | 
earning value, the property accounts should nevertheless ber 
written according to the results of the official valuation. Th 
overcapitalization would in most cases pertain only to stock, 
seldom to bonds, and the amount could be shown as a permanent 
discount. In many cases the valuation may exceed the securities 
and obligations outstanding: then the difference might be shown 
as a permanent capital reserve. gut, however the matter be 
treated, it should be determined definitely and consistently with 


the general policy of regulation established. 


» 


Ill 


The third fundamental step in a thoroughgoing policy of regu 
lation, after an official method of valuation has been established 
and complete provisions are made for keeping track of the valua 
tion showing the returns actually realized, is to provide for the 
proper adjustments of the returns, so as to cut off excesses and 
to make up deficiencies. Two alternative methods may be con 
sidered: (1) to reduce or increase transportation rates as returns 
are excessive or too low; and (2) to permit the fixing of rates 
according to commercial considerations, limit dividends to a fair 
return on the investment, and take the excess profits for public 
purposes in the form of special franchise taxes. 

While no definite policy has been established, the Interstat 
Commerce Commission has been following as best it could the first 


method, attempting to control the return on investment through 
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will bear, at least as to freight, the final consumers of commodities 
receive the benefit? For the most part do not the lower rates 
merely mean a readjustment of business profits, with prices of 
goods to ultimate consumers practically unchanged? It must 
be remembered that freight rates constitute business costs and 
do not fall dire ctly on consumers. For the most part, would not 
charging less than business conditions justify simply keep ex 
cessive profits from the railroads and give them to the manufac 
turers and dealers? But why give the latter more than their 
services are worth? Why not let them pay for the full value 
of the transportation, and then take the excessive railway earn 
ings for public uses? If we keep unreasonable profits from the 
railway investors, do we not prevent the fundamental thing which 
has been deemed to make rates unreasonable? 

I hold to the value-of-service theory, however, not because | 
believe that it represents a social ideal in itself, but because the 
cost theory is unworkable. While most economists comprehend 
the difficulties well enough, many have nevertheless declared them 
selves in favor of cost rates. ‘They have done so in part perhaps 
because they have not visualized sufficiently the difficulties or im 
possibilities involved, but chiefly because they feel strongly the 
undesirability of leaving to the investors excessive earnings from 
a public enterprise. I thoroughly agree with this view, but why 


not employ a workable basis of rates and then proceed directly 


to prevent undue profits? 

I shall not attempt to discuss at length the objections to cos! 
rate making. The chief difficulties are: (1) There is no definit: 
or even approximately definite transportation unit on the basis of 
which cost may be determined. (2) The costs are largely joint, 
so that they cannot be directly charged to specific services. (3) To 
a considerable extent the costs are constant, they do not vary 
with the quantity of service. And (4) closely connected with th: 
foregoing is the financial difficulty that at uniform cost rates, 


whatever transportation unit be used, in most cases the roads 


would not be sufficiently utilized to bring the necessary return on 


investment, so that differential rate bases are inevitable if the 


In 
vestment is to be self-supporting. These, of course, are economic 
commonplaces. There is one point, however, which has not r¢ 
ceived extensive consideration, and which finally renders cost rates 
impracticable. It is well known that railroads are so_ inter 


dependent that changes of important rates on one line will necessi- 
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present emergency, it prevents the desirable development of rai 
vy facilities. 
Whv should not freight rates have advanced in recent years 
omewhat in accordance with the increase in other prices? Wit! 
immense profits made in most lines of industry, what special 
nposition upon business would there have been if some of thi 
CESSIVE profits had been absorbed by the railroad provided that 


due réturns had not been allowed to railroad investors? IH 


reig trates had been freely fixed acco) ng to busine S condi ions. 

poorer roads would be in fair financial condition, while th 


others would have contributed their excess earni 


venues, Would not this have been a thoroughly reasonablk 


ation? The inelasticity of freight rates doubtless has greatly 
ricted railroad developments, has prevented many investor 

vetting what they should 3 ive, and at best, by keeping 
lroad profit down, has mei ly lded to the excessive profits 


other mndustries. 


If the proposed policy had been in force, the probably would 
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Mean that thi Interst Comme Ct Comm) Sion shoul | up it 
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should coope rate with the railroads to establish throueshout 
country a network of relatively reasonable rates. But if we wish 
to restrict the return on investment, is not the way proposed 1 
more satisfactory than tl roundabout method of cost ra 
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roads should be free to fix rates so as to earn the full stipulated 
return, but the risk of being able to earn it should be left upon 
the investors. With this risk clearly defined and placed upon 
investors, the railroad managements would probably select mor 
carefully all additions and improvements, and would regard mor 
critically the costs of operation, than if the return were guaran 
teed. What would there be unfair or unreasonable in the plan, 
provided the investors know clearly what risks they are taking 
when they place their capital at the public service? 

The alternative policy, however, of guaranteeing the return, 
might well be adopted, although it does not necessarily follow the 
strict limiting of returns. It would have to be considered on its 
own merits; it has advantages as well as disadvantages. It would 
reasonably involve much more extensive supervision by the Inter 
state Commerce Commission of all capital additions and of opera 
tion than has been so far attempted. But it would require a lower 
rate of return on investment. With the guarantee, capital for 
the future could probably be got at 4 per cent, while with th 
risk upon investors it would probably average 6 to 8 per cent. 
The difference in rate is worth considering in deciding which policy 
to adopt, but the policy should be made definite by legislative 
enactment so that the investors may know what risks they are 
taking. 

Difficulty in getting capital.—The third objection is that with 
the restricted return on investment it would be difficult to get the 
necessary capital for desired additions and improvement. As for 
the past, the capital is fixed and cannot be removed: we have 
merely the question of treating it fairly. For the future, th 
ability to get capital will depend altogether upon the risks of the 
business and upon the return allowed. One of the chief difficulties 
in recent years has been the uncertainty; the investors have not 
known what to expect. But, if we make the risks clear and defi- 
nitely determine the restrictions, why should we not get all the 
necessary capital, provided we are willing to pay a high enough 
return? The rate of return would have to be determined by mar- 
ket conditions. Whenever investments are to be made and securi 
ties sold for the purpose, the purchasing price could not be deter- 
mined by the Interstate Commerce Commission or Congress, but 
would depend upon the market. The return allowed would be the 
rate involved in the issue of securities, which would be a definite 
contractual matter. In case of bonds, the situation would be no 
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erately liberal to the railroads for the sake of definite regulation 
in the future? 

Unfairness of a single method of valuation.—The fifth objection 
is that any single method of valuation universally applied to past 
investment would be unjust in many individual cases. The vie 
is that, for a fair valuation, the special circumstances of cach 
particular case must be carefully considered, Undoubtedly justic« 
to investors must be one of the chief considerations in determining 
a method of valuation, but narrow regard for individual justice 
must not override the requisites of desirable national policy. 
True, many investors would lose some immediate present value 
while others would gain, but on the whole substantial justice will 
be maintained if the methods adopted are reasonable. But, in 
turn, let me ask, does present rate procedure have due regard for 


all the circumstances of a case? Is not the chief effort 


n every 
case to make a valuation which will be approved by the courts? 
Are not the latter supposed to have a single fundamental view of 
value to which all individual cases should conform? Further, is 
it really feasible to base the valuation upon the special circum 
stances? ‘To the extent that this may be attempted, do not past 
decisions indicate that additions will be allowed for unfavorabl 
circumstances but no deductions for favorable conditions? Finally, 
however, is not a clearly defined future right of more importance to 
investors than the sacrifice of a possible present undefined right ? 

Restriction upon efficiency.—The sixth objection is that limit 
ing the return on investment would restrict progressive operating 
efficiency of the railroads. This deserves very serious considera 
tion, much more than is possible at this time. It is the crucial 
question in the determination of any regulatory policy or in thi 
adoption of government ownership and operation of railroads. 
But it probably applies no less to present methods of regulation 
than to the proposed plan, and the latter at least will achieve th 
fundamental purpose of regulation—the control of return on in 
vestment. To give up regulation is out of the question, and would 
not definiteness of procedure justify considerable loss of operating 
efficiency ? 

But would there be a loss? My feeling is that while there might 
be losses in some directions, with the greater ec rtainty, with th 
greater coéperation established between the Commission and the 
railroads, and with the greater emphasis placed upon the national 


significance of our railway system, there would be a great gain in 
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Advantages.—Finally, let me summarize briefly the advantages 
of the proposed plan: (1) The confusion that has attended rail 
way investments would be cleared up; investors would know ex 
actly the terms on which their property is used for public pu 
poses, and the obligations of the public would be clearly fixed. 
(2) If the purpose of regulation is to limit the return on invest- 
ment, the purpose would be practically achieved, subject to auto- 
matic accounting control. (3) The Interstate Commerce Com 
mission would be relieved of the tremendously burdensome task 
which, in the nature of the railway business, it is not capable of 
performing, 1e., fixing rates according to cost; and it would be 
free to devote its energies to matters where it can bring about 
permanently useful results. (4) While every railroad would have 
a free opportunity to earn the return that the investors are en 
titled to receive, the favorably located properties would provide 
large revenues for public purposes. This would be a form of in- 
direct tax, but one that would place the minimum burdens upon 
business, would bring large revenue, and would be easily collectible. 

But if the proposed plan is not adopted in its essentials, what 
alternative policy may reasonably be considered? Shall we con- 
tinue with the present undefined procedures? If so, what use can 
finally be made of the valuation figures? Will they be worth a 
cost of $75,000,000? Has the time not come when we should 
adopt a railway policy constructed along lines of national require 
ments? If not the policy here outlined, what prac tical and reason 
able alternative should we accept? 
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before our commissions and courts, the determination of a final value 
can be ultimately reached. 

The difficulties are so great in even working out these essentials—to 
each of which some weight at least must be given in any final valua 


tion—that it is clear that if the act had required a final valuation 
the pres¢ nt time it would have been impossible to have carried it out 
In addition to the above reasons, another powerfully affected tl 
writer in using such influence as he had with the Senate Committee on 
Interstate Commerce in January and February, 1913, in shaping the 
act so as to prevent a final valuation at present. This reason was th 
certainty that a final valuation fixed as an academic or court procedur 


when no rate case was before the Interstate Commerce Commission 


would result in the failure of shipping organizations and the public 
generally to represent the public interests as vigorously as the rail 
roads—always alert—would represent the private interests. The 
hearings of the last three years in Washington before the Commission 
have completely proved this contention; the public interests have only 
been represented before the Commission by a few men, rarely exceed 
ing half a dozen, and with expenditure of less than $20,000 a year, 
while the private interest of the railroad companies has been repre 

sented by several times as many men and very many times as much 
money. 

After the valuation work has been completed along the present line 

it an expenditure of perhaps $25,000,000 or $30,000,000, the results 
taken in connection with the work called for by the Valuation Act in 
keeping the valuation up to date will enable a final value to be quickls 
determined according to the purpose of the valuation and the theoreti 
cal views at that time entertained by the valuing body. Meantime, if 
the government takes over the roads, the work now half finished and 
going forward rapidly will be invaluable in assisting in the determina 
tion of the price the government will pay in the final adjustment. In 
short, Professor Bauer has in the main laid down excellent suggesti 
for ultimate use, although I do not agree with all of them, but ha 
underestimated the dangers of loading down our present railroad valu 
ation work with the determination of a final value. With every year's 
postponement of that determination, public opinion is becoming edu 
cated and the chance of protecting the public interest is becoming cor 
respondingly greater. The final valuation, determined after the present 
railroad valuation is concluded, will be a very different and, it is be 

lieved, much lower figure than would have been fixed had the final 


valuation been written into the act and taken up four years ago. The 


reproduction theory is now losing ground and studies of investment and 
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of all capital issues, the disposition of all earnings, and the amount of 
property received through aids, gifts, grants or donations. Congress 
thus specifically indicated that it desired all information. 

It does not seem reasonable that Congress should have taken the 
Hadley report as a reason for legislation and have directed so great an 
expenditure of time and money without intending that all essential 
information should be obtained ; nor does it seem reasonable to those fa 
miliar with the proceedings of a legislative body that Congress ex 
pected that a great mass of undigested information would be sent 
to it without the drawing therefrom of specific findings which would 
indicate the relationship of value to capital issues, to the generally 
discussed question of government ownership, and other pertinent 
questions. 

Are not those relationships essential in determining a national policy? 
For at least two years following the passage of the Valuation Act it 
was generally understood that it required the finding of value. While 
the National Association of Railway Commissioners opposed such find- 
ings and the Bureau of Valuation proceeded only so far as to prepare 
inventories, it was not until the solicitor of the Bureau of Valuation, 
on December 12, 1917, at a hearing before the Interstate Commerce 
Commission, stated that the investigations were being made to ascer- 
tain facts which would be serviceable in rate making, that an authorita- 
tive statement was made as to the underlying basis of the federal valua- 
tion work. Such an investigation excludes something. The extent of 
the exclusion depends upon what is fair in the minds of those who are 
determining the rate base. Such a report will show what is included, 
but it will not show what is excluded. It is, therefore, pertinent to in- 
quire as to what is considered fair by those who advocate the rate base. 

Director Prouty contends that value for rate making is an adminis 
trative matter, falling within the principle of the line of decisions which 
hold that, where the determination of a fact is essential to the exercise 
of an executive or an administrative duty, the correctness of that con- 
clusion cannot be questioned by the courts. He did not contend that 
legal errors should not be corrected by the courts, but he did contend 
that the review of the situation should not be to determine whether the 
rate was a reasonable one, but rather whether it so far passes the limits 
of just regulation as to destroy the property of the utility. 

More recently the Director has stated that a rate base is not ex 
change value, but is “that sum upon which under all the circumstances, 
upon a fair consideration of all the facts and elements to be taken into 
account, a fair return should be permitted.” 
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ble. jut I do net feel that the same can be said for his proj 


garding rate making. 


If the valuation now being conducted by the Interstate Commerce: 


Commission, or any other valuation, is to be used to fix once for 


the rate-making value of past investments, presumably reproductive 
replacement value should be given the major importance: This 

ore in harmony with the prevailing legal standards; it would recog 

nize the expectations of investors, and, further, it is necessitated in 


many cases by the lack of any reliable data as to what the installation 


st actually was. 

But while justice and expediency may unite in requiring such treat 
ent for past investments, the same is not true of future investments 
Che program of fixing the value of past investments largely upon a 
basis of replacement cost, and of future investments upon actual cost, 
; not in any sense inconsistent with itself. Such a program would 


nerely recognize the mistakes of the past, for which the 
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partially responsible, would provide against their recurrence, and 
would definitely settle the problem of valuation. Such a plan, in sub 
tance, has now been in operation with the street railways of Chicago 
since 1907. 
Among possible objections to such a plan, it is suggested that its 
ipplicatic n to the railroads might mean that the same method would 
imposed upon all other utilities. ‘This, instead of constituting an 
objection, is a further consideration in its favor. The various state 
public utility and public service commissions, under the power given to 
them to prescribe uniform accounting systems, are now building up a 
large and growing body of data and information regarding the actual 
costs of all property constructed in recent years, particularly since 
1907. It is certainly undesirable that these regulating bodies should 
continue, throughout the future, to use reproductive cost for those por 
tions of the properties constructed since the establishment of commis 
sion control over accounts, and of which actual costs are definitely 
known. Certainly there is no justification for valuation by conjecture 
and supposition when the facts are accurately known or ascertainable. 
But the method in which the author proposes to use this valuation, 
namely, by a strict limitation upon profits, is one which would greatly 
impair operating efficiency. With earnings absolutely limited at a fixed 
point, what inducement would there be to experimentation, increased 
efficiency, reducing the costs of operation, or economies in management? 
Whatever may be said regarding the defects of our present system 
of regulating utility rates, it does have the virtue of inducing and re- 


warding efficiency. Specific rates are set at a given point—estimated . 
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COORDINATION OF FEDERAL, STATE, AND MUNICI- 
PAL EMPLOYMENT BUREAUS 
ly By Henry Rocers SEAGER 


le Columbia University 


Iteration, reiteration, and rereiteration have made every Amer- 
ican schoolboy familiar with the thought that the present war 
is not a contest of armies merely but a contest of the whole com 
plex of industries essential to the maintenance of efficient armies 
in the field. If the Allies are to beat the Central powers, they 
must beat them in the production of food, of munitions, and of 
aeroplanes; and they must add to their equipment ships and ever 
more ships to transport these essential supplies safely past lurking 
submarines to the distant battlefields. This means, if it means 
anything, that the mustering of an industrial army is quite as 
essential a part of our war program as the mustering of an efficient 
military army. 

With these facts universally conceded, why has the problem 
of supplying our war industries with the hosts of workers they 
require thus far received so little attention in Washington? One 
reason for this stands out prominently. While it was recognized 


from the outset that it was the government’s business to muster 

the army, the task of directing the industries necessary to equip 
the army has thus far been left largely to private business men 
spurred on by the expectation of making profits out of war con 
tracts. Looking chiefly to private employers to supply the war 
needs, the government’s first inclination has been to leave it to 

; them to devise ways and means of securing workers for their 
shops and factories. Up to the comparatively recent past, private 
employers have seemed to justify the confidence that has been 
reposed in them. They have built cantonments for the soldiers, 
have built and equipped new factories and shipyards, and through 
private employment bureaus or agents employed by themselves 
have drawn thousands and hundreds of thousands of workers into 
the war industries. To this accomplishment the government has 
of course contributed something. Agents of the federal employ- 
ment service and of the state and municipal public employment 
bureaus have helped to supply workers. In this service they have 
been aided by the state councils of defense, especially in connection 
with plans for supplying farm workers to swell our national food 
production. 
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were those of the Bureau of Immigration. Federal employment 
agents have thus come to be regarded as agents for finding jobs 
for aliens. Before the war this was a disadvantage; since, because 
of the widespread suspicion of the loyalty of aliens, it has become 
such a serious obstacle that the Secretary of Labor has for some 
time favored the transfer of all such work to a new division en- 
tirely independent of the Bureau of Immigration. In regard to 
the desirability of this change there is thus universal agreement 
among all impartial students of the problem. 

In a country as vast and diversified as the United States, the 
task of connecting employers and employees must be performed 
largely by the states and municipalities through connected state 
and municipal bureaus. This is the policy to which the country 
is already committed, several state and municipal systems being 
ilready in efficient operation and new omes being added each year. 
The federal employment service dhould not only make fullest use 
of these existing agencies but should be in a position to strengthen 
them through financial subsidies, on condition that they coéperate 
whole-heartedly in the development of a national system by con- 
forming to methods, forms, ete., prescribed for all alike by the 
federal director. ‘Touching this feature there is general agree- 
ment among those who appreciate how difficult it is to hold the 
bureaus of the different statés and municipalities to uniform and 
codperative methods without the steady pull of a financial induce 
ment, and how much these bureaus need ample funds to render 
their best service. 

The organization of clearing houses as a special function of 
the federal service follows, as a matter of course from the chief 
purpose of the plan, the development of a truly national system. 
Premising that the states and municipalities with federal financial 
aid can develop systems for connecting employers and employees 
within their limits, it remains obviously the task of the federal 
government to care for the overflow, to see to it that surplus labor 
is withdrawn promptly to states having unfilled jobs, and that 
underpaid labor is guided to sections where better rates of pay 
prevail. The experience of New York City, with its clearing house 
organized last July under the Mayér’s Committees of National 
Defense to connect the State, municipal, and non-commercial bu- 
reaus into a unified system, suggests the desirability of interstate 
clearing houses to render the same service on a national scale. 


As to this feature there is general agreement. 
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Agents representing the Department of Labor and the Shipping 
Board were despatched from Washington to Seattle with instruc- 
tions that they were to secure the codperation of the local em- 
ployers and the local leaders of organized labor before proceeding 
with their plans. Having secured this support and having or- 
ganized an advisory committee of employers and employees’ repre- 
sentatives, they organized an efficient local staff, opened a local 
employment bureau, and made it a center for connecting with all 
of the state and municipal employment bureaus in that section 
of the country. Through vigorous advertising and personal ef- 
forts, hundreds and thousands of workers have been attracted to 
Seattle from the less essential industries of the interior; and the 
changes to the two and three shift systems desired by the shipyards 
and by the Shipping Board, which is constantly urging them on 
to more rapid production, have been made not only possibilities 
but virtual certainties. 

There scems to be no reason, if men of the right type are se- 
cured for the task, why similar war emergency bureaus should not 
be opened in the other important shipbuilding centers, not to com- 
pete with existing bureaus, but to codrdinate them into a really 
efficient mechanism for drawing all unemployed men and women 
into profitable employment and shifting those already employed 
from unessential to essential industries. Before this last task 
can be fully accomplished, some authority will have to be created 
to declare what industries are essential and what unessential. Since 
this step is slow in the taking—like so many steps in the develop- 
ment of our war program on the industrial side—the task of the 
federal employment service will be for some time that of securing 
work in essential industries for all the unemployed and underpaid 
in every part of the country. It is interesting to note that that 
task is now so far from accomplished that there are heated contro- 
versies in every department at Washington whether there is not 
plenty of labor available for all the war industries or whether a 
policy of dilution like that found necessary in the United Kingdom 
is not already required here. Only when we have an efficient and 
adequate federal employment service can this question be authori- 
tatively answered. 

As indicated, the Department of Labor plans to open war emer- 
gency employment bureaus in all centers where war industries are 


actively carried on and seem to require such aid to secure the 
workers they need. The success of these bureaus will depend very 
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LESSONS FROM ENGLISH WAR EXPERIENCE IN THE 
EMPLOYMENT OF LABOR 
M. B. Hammonp 
Ohio State University 

The first effect of the war on English industry was the creation 
of a feeling of uncertainty. Food prices began to advance, em 
ployers in most industries doubted whether they could find a mar 
ket for their output, and employment slackened in all except the 
war industries. By the end of August, the unemployed in thos 
trade unions which report to the Board of Trade amounted to 
7.1 per cent of their total membership, as compared to 2.8 per 
cent at the end of July. In the insured trades the percentage of 
unemployed had increased from 2.6 at the end of July to 6.2 at 
the end of August. These percentage s, however, do not tell the 
whole story, since in many industries and establishments the 
workers were not laid off but were placed on short time. There 
was the prospect of much distress and government efforts wer 
at first directed to the relief of this distress rather than to the 
question of the supply of labor. 

This state of affairs was of short duration. The war industries 
began at once to prosper as government orders were placed for 
guns and ammunition, ships, army clothing, hosiery, saddles, 
bridles, harness, boots and shoes, and other military necessities. 
From here the prosperity spread to other trades—those supply 
ing materials or equipment—such as the woolen, the iron and 
steel, and the building trades. Recovery was a little slower in 
other trades but the recruiting campaign soon began to show its 
effects in these trades in the withdrawal of men of military age, 
so that by the end of the year 1914 employment had reached its 
pre-war level in most trades, and in those which were engaged on 
government work a shortage of male labor had already appeared. 

Since the early part of 1915 there has hardly been a problem 
of unemployment in Great Britain. The statistics of unemploy 
ment published in the official Labour Gazette show that since Feb 
ruary, 1915, the level of unemployment has been less than on: 
per cent, a level lower than that reached at any time since such 
figures began to be gathered. 

On the other hand, the problem of how to secure sufficient labor 


to supply war needs and at the same time enable the constantly 
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place or establishment where employment was more regular and 
there was the possibility of greater earnings. Many of them, 
however, took place through the Labor Exchanges and were di 
rectly promoted by them. Thus, while in the year 1913 out of a 
total of nearly 922,000 placements made by the exchanges only 
111,000, or 12.4 per cent, were in exchange districts outside thos: 
in which the applicants were registered, in 1914, 177,000, or 15.8 
per cent, of the total placements were in outside districts; and 
the statement is made that “the increase is mainly accounted for 
by the transference during the last six months of the year, i.e., 
during the war period.” In 1915, 21.6 per cent of the total place- 
ments by the exchanges were made in outside districts, and the 
wwerage distance traveled was much greater than in the preceding 
year. Most of the transfers through exchanges were made in 
direct response to military requirements. In 1915, of the 196,000 
men transferred, over 140,000 went to work in the building of 
military huts, munition factories, and public works, or were em 
ployed directly in the munitions trades. 

The government in June, 1915, took measures to promote thes« 
transfers by an appeal to the patriotism of the workers. Acting 
in coéperation with the trade unions, the Ministry of Munitions 
invited “all skilled workers in the engineering, shipbuilding and 
lied trades not already engaged on war contracts to register 
themselves for such service at munitions bureaus opened for this 
purpose at Labor Exchanges and elsewhere throughout the United 
Kingdom.” Registration rendered a man liable to be transferred 
to any place in which his work was needed by the government, 
without any reduction of wages, and special allowances were to 
be made him to cover the cost of his transfer for living expenses 
while away from home. These men were to be known as War 
Munitions Volunteers and were to receive and wear special badges 
which would protect them against insistent appéals for enlist 
ments. Between June 24 and July 10, 1915, about 90,000 volun 
teers had enrolled for this service. 

It was not long, however, before the authorities discovered that 
such a thing as excessive mobility of labor was possible. Thx 
chaotic condition in which many industries were thrown by the 
withdrawal of labor at the very time that they were receiving 
government contracts was causing employers to bid against one 
another and against the government for whatever skilled labor 
was obtainable, and laborers in large numbers were moving hither 
and thither attracted by the promise of higher wages. 
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To prevent excessive migration of labor the War Munitions 
Volunteer scheme has been extended to all men eligible to enroll, 
and all men having dependents will receive subsistence allowances 
while away from home and free railway passage to and from their 
homes on general and trade holidays. The Trade Union Advisory 
Committee has appealed to workmen not to change their employ 
ment “without definite and substantial grounds and to show that 
the output of munitions will not suffer from the abolition of the 
leaving certificates.” 

The other great effort made by the British government to re 
cruit labor for war industries has been the adoption of the policy 
known as “dilution of labor.” As stated by the government, the 
dilution of labor implies that: (1) “The employment of skilled 
men should be confined to work which cannot be efficiently per 
formed by less skilled labour or by women. (2) Women should 
he employed as far as practicable on all classes of work for which 
they are suitable. (3) Semi-skilled and unskilled men should be 
employed on any work which does not necessitate the employment 
of skilled men and for which women are unsuitable.” 

Since men of military age and fit for service have been needed 
n the army, and unskilled men could be better spared for this 
service than skilled workers, it may be said that no great supply 
of unskilled male labor has been uncovered by the adoption of this 
policy. In practice, therefore, the policy of dilution of labor 
has largely resolved itself into the effort to introduce women into 
industry to supply the growing needs of munitions and other war 
industries. “There is one source and one only,” said a Board of 
Trade appeal to the manufacturers, sent out in March, 1916, 
“from which the shortage (of labor in the manufacturing indus 
tries) can be made good: that is, the great body of women who 
are at present unoccupied or engaged only in work not of an 
essential character.” 

Governmental efforts to recruit women for industrial purposes 
have been largely made with the manufacturing industries, more 
particularly those manufacturing munitions, in mind. They have 
been largely aided in this work by the desire of women themselves 
to engage in munitions work, a desire which had its origin in the 
patriotic impulse to serve their country in the time of need, and 
which has been sustained not only by patriotism but by the high 
earnings which have accrued to the women by manufacturing 


munitions on the piece-rate plan. 
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campaign to increase the employment of women in every branch 
of industry on which the government relied for war supplies. Not 
only the Labor Exchanges, but the factory inspectors and other 
government officials, were called upon to assist employers in this 
work. Conferences composed of employers in various establish 
ments and of government officials were called to discuss the means 
and extent of dilution possible in these establishments. The Board 
of Trade issued an appeal, “on behalf of the government, to every 
employer who is finding his business threatened with diminished 
productivity through the loss of men, not to accept such diminu 
tion as an inevitable consequence of the war, but to make every 
possible effort to maintain his production by using women, whether 
in direct substitution for the men who have been withdrawn or by 
some subdivision or rearrangement of his work.” 

The increased employment of women in Great Britain during 
the war has already passed through several fairly distinct stages. 
At first it took place in those industries, like clothing and the 
textiles, in which women had already been largely employed before 
the war, and in commercial occupations and the public service 
where the work was not beyond a woman’s strength and where 
only a short period of training was necessary for such work as 
women were called upon to do. This extension of woman’s employ 
ment, while very considerable, has not required government assist 
ance in any considerable degree to bring it about, although it has 


had government encouragement wherever such employment of 


women would have the effect of relieving men for military service 
er for industrial tasks connected with the prosecution of the war. 
Government estimates indicate that about 496,000 women were 
employed in commercial occupations in July, 1914. Three years 
later, in July, 1917, 324,000 had been added to this number, 
making a total of 820,000. In banking and finance only 9,500 
women were employed in July, 1914. By July, 1917, this number 
had grown to 54,000, an increase of 570 per cent. In the civil 
service 66,000 women were to be found in July, 1914, while in 
July, 1917, there were 98,000 women so employed. 

The second stage in the employment of women was reached 
when women began to be employed in considerable numbers in thi 
metal trades, in the manufacture of munitions. This stage was 
hardly reached until February, 1915. In July of that year Mr. 
Lloyd-George said that about 50,000 women were employed in 
the munitions branch of the metal trades. A large number of 
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wage-earning experience, also in large numbers wives and widows 
of soldiers, many married women who had retired altogether from 
industrial life, and many again who had never entered it.” 

Many of these women have had to be transferred from their 
homes in all parts of the United Kingdom to the munitions centers, 
and these transfers have for the most part been made through 
the Labor Exchanges. ‘Thirty-three thousand women workers 
were transferred by the Exchanges from one district to another 
in 1914; in 1915 the number so transferred was 53,000, and in 
1916, 160,000. Special campaigns have been conducted to per- 
suade unoccupied women in non-industrial areas to leave their 
homes for this work, Mention is made by the Labour Gazette of 
one instance where 772 women from places as far separated as 
Aberdeen and Penzance were brought together in one factory in 
the West Midlands. 

This mobility of female labor has, of course, been attended with 
great difficulties and some dangers. In many munitions centers, 
the housing facilities were insufficient to care for the increase in 
the number of workers and houses have had to be provided. How 
far the government has fallen short in its efforts to solve the hous- 
ing problem is known to all readers of the reports on Industrial 
Unrest, but the failures seem to be more noticeable in the case of 
family houses than in the case of single women. The fact that 
the transference of women workers to places, oftentimes many miles 
from their homes, would present grave problems relating to the 
morals and health of the workers was appreciated by the author- 
ities; and special arrangements have been made in the way of 
welfare work within and without the factories for women workers, 
including the appointment of forewomen nurses and women super 
visors. 

Efforts to stimulate production led the government in the early 
part of the war to relax, and in some cases to suspend, the factory 
acts which had been slowly built up by the experience of a century 
for the protection of women and children against the overstrain 
of industry. How far these relaxations proved a failure, not only 
from the standpoint of the women themselves but from that of 
the employer and the government, which was aiming at maximum 
productivity, is well known to many of you and is a subject which 
can not be dealt with here. It is sufficient to say that the old re- 
strictions have had in many cases to be re-introduced and during 
the last two years the government has given increased attention 
to the relation between hours of labor and productivity. 
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mechanics of Great Britain and France (to whom we may now 
add the United States) on the other.” 


If this be true, it is obvious that everything which tends to 
conserve our industrial efficiency is as important as a means to 
the end—the winning of the war 


as that which promotes mili 
tary efficiency. 
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the national army. Following upon the draft came the call for 
laborers to construct cantonments and for the increased shipbuild- 
ing operations of the federal government. ‘These unusual demands 
for labor, coupled with the need of an increased food production 
for ourselves and the allies, made a farm labor problem of large 
proportions. 

The high wages offered for work in industrial concerns and in 
the construction of cantonments drew large numbers of men away 
from farms and caused a temporary disturbance in the farm labor 
situation. ‘This disturbance was for a time quite serious, especially 
in the immediate neighborhood of cantonments and large industrial 
enterprises, but a readjustment of conditions is rapidly being 
reached. 

Another factor in the farm labor problem may here be men- 
tioned—a factor of more importance than has commonly been 
assigned to it. The labor required for essential and fundamental 
industries had gradually been becoming scarcer, even before the 
outbreak of the European war, as a result of the enormous de- 
velopment of luxury trades, especially the automobile business. 
This business had gradually absorbed into its service millions of 
men used in constructing factories, building machines, repair work, 
maintenance of garages, driving automobiles, and other kinds of 
employment connected with the automobile. 

There are two main features or phases of the Department pro- 
gram for handling the farm labor situation; namely, to learn the 
labor needs of every farmer and to develop all possible sources 
of labor. In order to meet this problem satisfactorily, a suitable 
organization was the first requirement to be met. The present 
plan of organization includes the Office of Farm Management in 
general charge of the program, four Supervising Farm Help 
Specialists in charge of the northeastern, north-central, southern, 
and western divisions of the United States, thirty-seven State Farm 
Help Specialists (for the most part one man in charge of the work 
in each state but in some instances in charge of a group of two 
or more states), County Agents or other county men and com- 
munity leaders or committees. This organization is in active 
coéperation with the United States Department of Labor, the 
Extension Service of the Agricultural Colleges, State Councils of 
Defense, State Commissioners of Agriculture and Labor, and other 
organizations officially interested in the farm labor problem. 

In general the work of the Farm Help Specialists of the Depart- 
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surveys and in studying the problem of tenancy shows that there 
are about 700,000 retired farmers in the United States not now 
occupied with any gainful occupation. The very fact of their 
being retired farmers indicates that they have been successful in 
their occupation. They are therefore men with just the qualifica- 
tions required for directing farm operations and for handling 
complicated machinery not requiring great physical exertion. 
Many of these men are of course past middle life, but the majority 
of them are still capable of doing efficient service on farms and 
many of them have returned to the farm under the present emer- 
gency to add the weight of their experience, counsel, and expert 
services to the solution of the problem. There are about five 
million boys in the United States between the ages of sixteen and 
twenty-one. Many of these boys naturally return to the farm 
for the summer vacation, some being farmers’ sons and others 
having had more or less experience with farm work. Not all of 
them, of course, should be expected to take part in farm opera- 
tions and not all of them will be needed for such work, but there 
are large numbers of city boys without previous farm experience 
who, with a little patience on the part of the farmer, may be 
trained into valuable farm hands. They are naturally alert, quick 
to learn, and full of energy, and under proper guidance may ren- 
der a good account of themselves on the farm. In fact the ex- 
porience of the past year, while varied in the different states, has 
shown that these boys are a great asset which cannot be overlooked 
in the consideration of the farm labor problem. Then there is a 
great crowd of city dwellers who take an annual vacation prefer- 
ably at outdoor work. Many of these men have taken vacations 
on farms year after year and are therefore sufficiently expert to 
be entrusted with nearly all kinds of farm work. Again we have 
to consider the large number of men now engaged in city industries 
of various sorts who can be spared for work on the farm during 
slack periods of business. Women have also taken an important 
position in farm life, and during the present war emergency a 
constantly increasing number of women are seeking and obtaining 
employment on farms either at outdoor work or as help for the 
farmers’ wives. Both as individuals and in camps the women have 
rendered efficient service at various kinds of farm occupations. 
The English government has had an extensive and satisfactory 
experience with women as farm laborers. It has been found de- 
sirable to establish training camps for women, not primarily be- 
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operations of our economic system. An interesting special class 
of loafers includes the parasitic husbands of cooks and household 
servants who, in accordance with the long-established traditional 
system, take home nights sufficient food to support an idle man. 
This condition is particularly prevalent among the Negroes of th 
South where the custom has been prevailing since time out of mind. 
In Florida an attempt has recently been made in one or two com- 
munities to interfere with this time-honored custom. An appeal 
has been made to women’s clubs to take a definite stand in the 
matter and to prevent food from being taken home by their cooks 
and servants. Considerable progress has been made toward this 
end and it is hoped that this custom, which makes possible the 
existence of a class of professional parasites, will be gradually and 
definitely abandoned. 

Several readjustments of labor already on the farms may be 
made to meet more adequately the present situation. The old 
custom of exchanging labor among farmers, which has come down 
from the early days of agriculture, is being extended and utilized 
on a larger scale than ever. The wide use of the method of ex 
changing labor makes possible not only the rapid accomplishment 
of tasks which do not permit of delay but also the doing of work 
which requires the services of a number of men simultaneously in 
order to secure the efficient utilization of labor. The custom also 
permits the better distribution of labor now on farms and the more 
continuous utilization of their services. Attention has also been 
called to the possibility of introducing changes in the cropping 
system in order to utilize labor more fully and more efficiently. 
In a careful survey of the distribution and use of labor in North 
Carolina it was found that only about 40 per cent efficiency was 
obtained during the past cropping season among negro laborers. 
In Maryland a study of the work performed by farm laborers 
including both family and hired labor indicated that farmers and 
their hired help do only about one hundred days work each per 
year. This is a low grade of efficiency and the situation can ob 
viously be greatly improved by giving more careful attention to the 
distribution and utilization of the labor already available. 

A tabulation of the results obtained from the farm labor survey 
work of the past crop season indicates quite clearly that the work 
of producing the necessary food and of carrying on other farm 
operations can be accomplished by a general speeding up without 
any additional farm labor. More work can be done with the same 
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that the present system of military training occupies the entire 
time of the men from morning to night and that the training is 
of a severity up to the limit of human endurance. Another sug- 
gestion which has come from various sources and has been strongly 
vouched for by patriotic citizens is a national conscription for 
farm work. The suggestion is sometimes coupled with the proposi 
tion that the government assume control of large areas of unused 
land and place farm labor conscripts upon such land. No prac 
tical method of solving the obvious difficulties connected with such 
an enterprise has thus far been pointed out. 

The agricultural operations of the Southwest involve certain 
conditions different from those which prevail in the rest of the 
country. There is a large amount of work connected with the 
production of sugar beets in southern California and Colorado, 
and with the growing of Egyptian cotton in the Imperial and 
Salt River Valleys, which has heretofore been done mainly by 
Mexicans. Much of this work has to be done at a time of year 
when extremely high temperatures prevail. American workmen 
seem not to be well adapted for that kind of work. During the 
past season many American men and boys made an attempt in an 
outburst of patriotism and enthusiasm but were soon sobered by 
the heat. There has been and still is need of additional Mexicans 
to carry on this work. The sugar beet growers and citrus growers, 
and the cotton planters of California and Arizona, have formed 
associations for the purpose of importing Mexican laborers and 
guaranteeing their proper treatment both with regard to wages and 
housing conditions. The Mexican government is willing that labor 
should be recruited for farm service in the United States and the 
Department of Labor has generously granted an exception to 
their regulations regarding the importation of foreign labor, allow- 
ing Mexicans to be brought over for limited periods for agricul- 
tural operations exclusively. About five thousand Mexicans wer 
imported from Mexico during the past cropping season under this 
arrangement, but this number does not quite offset the number 
of Mexicans who fled to Mexico for fear of being drawn into army 
service. It will be necessary, therefore, to import several thousand 
more during the coming season and arrangements have already 
been made to that end. 

There appears to be a surplus of labor in Porto Rico. These 
laborers for the most part speak only Spanish and would therefore 
be particularly adapted for farm labor in Texas, New Mexico, 
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therefore, for the state to solve its own problem with its own man 
power. The Farm Help Specialist and the County Agents ap- 
pealed to the urban population of Oregon for help. The appeal 
was met with a generous response. In many instances small towns 
practically adjourned all of their regular business and men and 
women went out to do the harvest work. <A solution of the harvest 
help problem was found in the same manner in many localities in 
other states. 

The idea of establishing training camps where city boys and 
men may receive instructions in the simple features of farm opera- 
tions has gained much momentum since the outbreak of the war. 
The Canadian authorities have not found it necessary to establish 
training camps for men or boys. City residents have simply gone 
out individually to work on farms and the farmers have shown 
a reasonable amount of patience in instructing such laborers in 
the methods of farm work. In the United States, however, con- 
siderable attention has been given to training camps. This system 
has been tried with Boy Scouts, units of high-school boys, Y. M. 
C. A. members, the Boys’ Working Reserve, and in camps financed 
by private enterprises. The camps have varied greatly in size 
and in elaborateness of organization and equipment. In some 
cases idle farms were given over for use as training camps, while 
in other cases certain farmers allowed camps to be established on 
their farms to furnish labor for themselves and neighboring farm- 
ers. The results obtained from the work of boys who have been 
trained in these camps have varied greatly. In some instances 
farmers complain of the inefficiency and playfulness, or even mal 
iciousness, of boys, while in other instances the boys gave complete 
satisfaction and rendered excellent and effective service. The 
experience of last year shows clearly that success with boys’ camps 
depends largely on having an efficient leader, a man who has not 
forgotten the fact that he was once himself a boy and who under 
stands boy psychology. With such a leader the superabundant 
energy of young boys may easily be directed into useful channels, 
with the result that a great amount of good work is accomplished 
to the benefit of both the boys and the farmer. Under such condi- 
tions a better understanding is brought about between the farmer 
and the city boy and the way is paved for a still closer coéperation 
between these two classes of our population. 

In most of these camps it has been found desirable to have a 
certain degree of military organization and routine. By these 
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more, but the laborer must not be unreasonable. It is obviously 


necessary that all of us should adjust ourselves to the new condi- 
tions both of prices and of economic competition between different 
industries and agriculture, 

The problem of farm labor is not a new one. It has always 
existed. The farmer has always complained of the inefficiency of 
the farm labor, and the laborer in turn has always complained of 
poor housing conditions, poor food, and bad treatment on farms. 
The laborer has complained most bitterly perhaps of irregularity 
in hours rather than the length of the day’s work on the farm. 
He has also resented the fact that in many instances his social 
status is wholly anomalous and indefinable, since he appears to be 
neither a member of the family nor of any other recognized status. 
In fact he seems to feel that from the view point of the farmer he 
is neither flesh, fowl, nor good red herring. It is plainly necessary 
that both parties should get together and reach an understanding. 
Each must meet the other’s reasonable requirements. The results 
shown by every conscientious effort on the part of farmers and 
their help to come to an understanding as to each other’s rights, 
privileges, and social status have been a source of comforting sur 
prise. For example, in two neighboring counties in one of the 
southern states the economic appeal to laborers to migrate out- 
side the county for industrial work was equally great. In one of 
these counties it happened that a voluntary movement was in 
progress among the farmers to treat their labor with a little more 
consideration than had been the case, thus recognizing the desire 
of every man to be treated as a human being. In the other county 
no change was made in the traditional method of handling labor. 
The migration of Negroes from the latter county was very exten 
sive while it was hardly noticeable in the former county. 

The farm labor problem is a community function, requiring the 
hearty coéperation of urban and rural populations. The farmer’s 
business cannot be so arranged that he can employ the same num 
ber of men continuously the year around. At harvest time, at 
fruit-picking time, and on other occasions there is a demand for 
a number of extra laborers. It is unreasonable to maintain an 
economic system in which a number of men lie idle for a large 
portion of the year merely for the purpose of performing this 
emergency labor at harvest time. It is far better that the city 
population recognize their duty as members of the community 
and that they adjust their business affairs so that they can go 
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EMPLOYMENT AND THE LABOR MARKET 


By Cuartes B. Barnes 


New York State Employment Bureau 


The subject of employment and the labor market is probably 
it this time exciting more general attention than ever before. 
We have had great financial depressions, during which the subject 
of unemployment was much discussed, but never in this country 
has the subject of employment and an adequate supply of labor 
been so generally considered. 

It is fortunate that a great industrial state like New York has, 
at this time, the beginnings of an adequate public employment 
office system—an organized bureau which can not only be of great 
direct aid in the present emergency, but, what is of far more im 
portance, an organization which can bring together up-to-the- 
minute data on the labor situation and thus be in a position to 
suggest ways, both to employers and employees, in which some 
of the present difficulties can be overcome, and point to remedies 
which will relieve the situation. 

The organization of a State Bureau of Employment in New 
York was commenced in 1915, and at the present time the Bureau 
has offices in Buffalo, Rochester, Syracuse, Albany, and New York 
City, with small branches in Auburn, Oswego, Williamsburgh, and 
Long Island City. ‘The Bureau has an administrative office in 
New York City, to which are sent daily reports from each office 
throughout the state. These reports from the large industrial 
centers of the state enable the main office to get a good general 
view of the labor situation. 

As evidencing the activity of the offices in direct placement 
work, I quote you a few figures from the monthly statistics. 
During the past twelve months these offices have registered (both 
men and women) a few over 90,000 people, and received requests 
from employers for nearly 114,000 workers. The offices referred 
out to jobs over 111,000 persons. Up to this time, of the 111,000 
persons referred, it has been definitely learned that 73,370 have 
actually secured jobs. Dividing these placements according to 
trades and occupations, we find that a few over one-half of them 
are in the manufacturing and mercantile pursuits, about one-third 
are casuals, domestics and hotel workers, and nearly 12 per cent 
agricultural. It will be noted that only 90,000 people were regis- 
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had over 4000 registrations on his books, and was turning away 
men every day. This is but a single example, but we can duplicat 
this in every office throughout the state, so that this one case can 
be multiplied many times. 

It is true we have, in the past few months, been unable to fill 
many orders, but mainly because these orders have called for 
certain technically trained workers in a line in which there is such 
a demand that all of the highly skilled in that particular line hav: 
been taken on. 

Where we have investig ‘ted scarcity of labor, we have found 
three predominant factors: either the call was for trained workers 
in technical lines; or the demand was for husky laborers to do 
work calling for strong physique and endurance; or investigation 
showed that the employer was offering too low a wage, often 
coupled with long hours and bad working conditions. 

The cure for the last factor of low wages and bad conditior 
is too self-evident to call for any comment. 

As to the second factor, the call for laborers, especially laborers 
of strong physique, is a very fluctuating one, with the demand in 
most cases exceeding the supply. There would seem to be good 
reason to believe that there is an actual shortage in this line. 
Immigration of Huns, Poles, and Slavs has practically ceased. 
Many Greek and Italian reservists returned to their countries 
soon after the outbreak of the war. We have depended largely 
upon these races for our laborers and very few native-born Ame 
icans go into this field. In spite of all this, however, we have time 
and again in our different offices been able to fill orders for laborers 
where the wages offered were high. Apparently some of thes 
applicants had left semi-skilled jobs because the wages offered 
for laborers were sufficiently above those paid for semi-skilled 
work to make common labor attractive. 

As regards the first factor, the call for skilled and semi-skilled 
workers in technical lines, there is a steady and persistent demand 
for the very highly trained men. This, however, does not indicate 
a real shortage of labor. There is no real shortage of labor in 
this country as yet. There is, however, an apparent shortag 
which can be remedied by adapting ourselves to our changed con 
ditions. Let us look into the facts as regards the labor loss result- 
ing from the war, in New York State. The state census of 1915 
showed a total population of 9,687,000. Calculating from the 
percentage of workers shown by the United States Census of 
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constantly hearing from our offices throughout the state of this 
plant here and that plant there laying off men. Sometimes it is 
only 20 or 30 men. Other times it is from 300 to 500. We hav 
the actual data of the name of the firm and the number laid off 
in hundreds of cases. Various causes are assigned. Lack of ma- 
terials—generally steel or coal—is the main reason given. Some 
plants tell that the government has requested them to reduce their 
output because it is nonessential. Then, too, it is a transition 
period, Certain plants have closed down so that they may chang: 
heir machinery to make a product they have not heretofore pro 
duced. 

It is at this point that the usefulness of the public employment 
offices becomes so apparent. When men are laid off at one place, 
there should be a common center to which they can turn to learn 
all about the openings either in their own vicinity or in the country 
it large, to the end that there shall be as little loss of time between 
jobs as possible. The importance of public employment offices 
is now recognized on every hand. The American Federation of 
Labor at Buffalo demanded the establishment of a national bu- 
reau of employment, not only for the present needs, but for future 
aid in the demobilizing of our army. The creation of such a 
bureau is called for by the American Association for Labor Legis- 
lation, the United States Labor Department, and the United 
States Shipping Board. 

In the meantime the newspapers continue to proclaim a great 
shortage of labor and to recite stories of abnormal earnings, 
especially in munition factories. This adds to the general rest 
lessness caused by the fact that we are at war and results in 
much shifting of workers, with great increase of “turnover” and 
the loss of man power. In many cases where labor shortage is 
spoken of, what is really meant is the “turnover.” A worker 
reading of labor shortage and of large earnings gets restless, quits 
his job, and goes hunting the wage EF] Dorado. In truth such 
places are not many. Where a contractor has a government job 
on a cost-plus-profit basis there is the temptation to make the 
labor item high, for his percentage comes from this item as well 
as the item of materials. But inquiry as to wages made in a large 
munitions plant with a straight government contract brought the 
answer that the average wage of the 3000 employees was “about 
$3.00 per day.” 


To sum up: There are in this country enough human beings 


176 {ssociation 


potentia e work required, and that too 
witnout reasing our number of wom n 
worke1 vorkmen will have to be trained 
and reti eal needs, and employers must 
face th uining. It should be faced now, 
for unti vill be for one employer to steal 
workers d more than wasteful. This is 
lread\ xtent that whole communities ar 
hi ng perts, whose only experience is 
shown i from other communities. Whik 
we are d ffort to avoid spending the time 
und mor pardizing the lives of our boys 
— ployers have been approached 
on the s vy have refused on the ground 
that as s Lined the men will be stolen fro 
the 
The o1 Might I suggest that a con 
ference ¢ of labor be ealled in each 
industria try as a whole? This conferenc: 
should « ng workers, the number neces 
sarv il r to be trained by the different 
pl ints, a given by those industries not 
then need Not only could workers be trained 
the fa rning out machines could train 
workers as ng, so that with every machin 
a oe trained operative. In order to 
lessen tI nd echanics who require long 
training, » operations ought to be care 
fully col tracts should not be allotted 
o furnish the necessary labor, 
thins saving \ firm with a contract which 
must be ends out an appeal asking that 
hundreds nother community. Work is 
more mob 
It would to enter into too many details. 
That is 1 e. But it will not do to put 
this matte enient season.” We have too 
long consid It is time we realized other- 


wise. Let England’s bitter experience. 


EMPLOYMENT OF LABOR AND THE WAR—DISCUSSION 


Frank Apr.—Labor distribution is more than the bringing together 
of the laborer and the labor, for if successful it must place the right 
man in the right place with the right employer. Such distribution 
must be the aim of all the plans and all the organizations for the dis- 
tribution of labor. 

Some authorities today appear to believe that there is plenty of la- 
bor in this country for all industries. If true the distribution is woe 
fully inefficient. Usually the law of supply and demand regulates the 
distribution with a fair degree of satisfaction. Canada has cared for 
her agriculture and essential industries by withdrawing labor from 
unessential work and placing it upon essential industries. We shall 
need to do the same to maintain the production of our farms and other 
essentials. Doing so promptly will save us from embarrassment and 
want later. 

The federal department proposes to care for the distribution of 
farm labor through a dual organization, composed of the federal and 
state labor departments coéperating. This organization will recruit 
the labor, while the federal and state agricultural departments, with 
the colleges of agriculture coéperating, will find out the needs of the 
farmers and make them known to the federal and state labor bureaus. 
These labor bureaus can then prepare for the labor shortage and re- 
cruit the men wanted. To make this successful and to furnish an 
efficient supply will require careful selection and placing of the men. 
The farmer cannot afford such a labor turnover as the manufacturer 
has. The nature of his business does not allow it. When we con- 
sider that the farmer ordinarily hires but one or two men, and that his 
year’s operations depend in a large measure upon having efficient men, 
we can understand that poor distribution is but little better than no 
distribution. 

Most farm labor is skilled labor. Consequently but a limited amount 
of unskilled or inexperienced labor can be used. Further it would be 
foolish to place many inexperienced laborers on farms where their 
efficiency would be low, when there is plenty of experienced farm la- 
bor to be had if properly distributed. During the past year the 
American farmer raised the largest crop in the history of our agricul- 
ture. This was done with a decreased supply of labor. It was done 
with more than ordinary effort on his part. Part of the crop went 
unharvested, because of labor shortage. The slack in the farm labor 
throughout the northern states was pretty well taken up, and further 
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nder one of the statutory exemptions, he may be fined not more than 


$50 (and costs) and be compelled to register. The law is continuous 


in operation in that an individual may show that he is re gularly em 
ploved at one time but later is out of employment; he is then required 
to register; he then is assigned or reassigned at any time while the 
law is in effect. 

The act provides that after registration with the clerk of the Cir 
t Court of the respective counties, or with the clerk of the Supe rior 
Court of Baltimore City, the registrants shall be assigned to any one 
of such occupations as shall be designated by proclamation of the gov 
ernor for a period of not to exceed six months in any one assignment 
Various proclamations by the governor from time to time have desig 

ited the following occupations to which registrants may be assigned: 

rk on state or county roads or the streets of Baltimore City; can 
nery work; farm work; work in hospitals, box factories, shipyards; 
ind “work in the state of Maryland by or in behalf of the United 
States or by and in behalf of the state of Maryland in connection 
with the prosecution of the present war.” 

[t is further provided that the number of hours per day and the 
number of days per week that the registrant shall work shall be in 
accordance with the usual and lawful requirements of the occupation 
to which he is assigned, and further, that the amount of wages paid 

registrant taking assigned work shall be the usual wage for this 
class of labor. In the case of assignments to private employers the 
state guarantees the payment of wages earned; in case the private 
employer does not make payment the wages are paid from the treasury 
of the state, but private employers are required, technically, to give 
bond in the amount of the total possible wages that any assigned 
laborer may earn and upon payment of the wages by the state the bond 
s declared “in default” and shall be put in suit by the state. No bond 
s necessary in state, county, or municipal work. 

If the registrant fails to take the work to which he is assigned 
he is subject to arrest for non-compliance with the law and upon con 
viction may be fined not to exceed £500 or imprisoned not to exceed 
six months or both. 

Section 6 of the act provides as follows: “That this Act is here by 
declared to be an emergency law and necessary for the immediate 
preservation of the public safety, and being passed upon a yea and 
nay vote supported by three-fifths of all the members elected to each 
of the two houses of the General Assembly, the same shall take effect 
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In the Compulsory Work Law no definition is attempted as to regular 
employment: this matter is therefore entirely in the judgment of the 
magistrates or justices who hear the cases of those arrested for fail 
ure to register. 

Before assignment ot laborers is made the director of the bureau 
enters into arrangements with state road engineers or others to take the 
issigned laborers on to the pay rolls. Upon being assigned, lists of 
those assigned to them are furnished to the proposed employers and 
these employers are requested to make returns to the director as to 
he number reporting for work and the character of the work done by 

iose who report. 

It will be noted (see the foregoing outline) that of the 562 as 
signed, only 5 took work. Returns had not been made concerning 209. 
The remaining 248 were still at large and under the law; these were 

ibject to arrest for not taking the work assigned. However, the di 
‘ector of the Compulsory Work Bureau is not trying to make business 
for lawyers or to make a record of a large number of convictions under 
the law; rather he is endeavoring to fulfil the intent of the law to reduce 
dleness and produce the greatest possible economic benefit to the 
state by causing all able-bodied male persons to become engaged vol 
untarily in productive occupations. Consequently, instead of issuing 
warrants of arrest for those not reporting for work as assigned, a 
summons is issued which is returnable any time within five days of 
the date of issue. Thus it is possible for a man to answer the sum 

ons without interfering with his work if he happens to have secured 

nployment at some other job than that to which he was assigned. 
While this is a privilege rather than a right, the value of this proced- 
ure is apparent at once when it is seen that of the 248 on whom sum 
mons was served 223 were dismissed because they established the bona 
fide defense that they “had work.” This is a satisfactory defense under 


the law when the magistrate is satisfied that the person summoned or 


under arrest has regular employment. 

On the other hand, if warrants of arrest had been sworn out at once 
when it was found that the assigned individuals had not complied with 
the letter of the law, they would have been arrested whenever and 
wherever found, a procedure which might have worked to defeat th 
end in view, since the average emplover will discharge a man if he is 
irrested while in his employ. 

Of the 248 on whom summons was served, 15 up to November | had 
not complied with the law either by taking work assigned or finding 


other work. For these, therefore, warrants of arrest were issued. 
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greatest amount of activity on the part of the officials and where public 
sentiment is strongly behind the law. 

Several assistants have been employed to carry on the campaign of 
education and to check up on the police officials, as well as to act 
upon complaints of unemployment. These assistants move about the 
state at irregular intervals so that the greatest good may be derived 
Irom their unexpected appearance. 

It is very difficult to discover an accurate measurement of the r 
sults of the operation of the Compulsory Work Act on account of the 
fact that many who might be subject to registration secure employment 
before being caught in the clutches of the law. However, the number 
of those who have secured work after being registered and assigned is 
significant. It is noted that of the 248 on whom summons was served 
223 had found regular employment and were able to satisfy the court of 
this fact. Some special cases of the effect of the law may be of in 


92 


terest. A communication was sent to each of the state’s attorneys 
isking their opinion of the effect and value of the law. Replies wer 
received from 20 of them and the following quotation from the state's 
attorney of Allegheny County practically sums up the statement of 
all of them. “I can assure you that ever since this law has gone into 
effect in this county there have been few cases of idleness, in fact all 


the idlers have gone to work.” 

In Ellicott City, Howard County, a public spirited farmer took occa 
sion to lend some assistance to the effectiveness of the law and he 
called upon 17 individuals whom he knew to be chronic idlers. He in 
formed each of these that if he did not go to work he would have him 
arrested. Two weeks later the farmer investigated the 17 men again 
to find out the results of his threat, and found only one of the loafers. 
This man was arrested and compelled to register, being fined for fail 
ing to do so voluntarily. The other 16 were further investigated by th« 
farmer and each of them was found to be at work at regular employ 
ment, eight being on farms and the others at various occupations about 
the town. 

At Towson, a suburb of Baltimore, a road engineer had been in the 
habit of securing from 15 to 20 negroes from time to time for a period 
of two or three days to work on the road. He had always been able 
to secure them for this short time but no longer. Shortly after th 
Compulsory Work Law went into effect, the engineer went the rounds 
to secure the above labor and was not able to find a single man in his 
usual haunts. Now there are three courses, any one of which might 


have been adopted by the idlers: first, they might have stayed at home; 
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ment must take a hand if we are to have a national system of em- 
ployment offices. But is the function of mere coérdination assigned to 
the federal government the proper limit of its part in a national sys 
tem? My own conviction is that the system should not be merely co 
ordinated by the federal government, but that the entire system should 
be centralized and entrusted to the federal government. I shall pre 
sent briefly the advantages which a centralized federal system, in my 
opinion, would have over the dual system described by Professor 
Seager. 

1. The first great advantage of a centralized system would be in th 
enormous saving of expense. Under the dual system, a whole set of 
officials must be maintained whose only duty would be to bring about 
the codrdination of the parts of the system. If the federal government 
had exclusive control, this coérdination would be achieved with only 
a fraction of the effort, since the local officials would be directly under 
the control of a single executive head. 

2. The second advantage lies in the superior personnel of a purely 
federal service. In the first place, the service would be more attrac 
tive and a better class of officers could be secured. Secondly, the dan 
ger of purely political appointment is very much greater in the state 
managed systems than it would be in a federal system. How many 
of the existing state systems are operated by officials appointed and 
holding under civil service rules? Professor Seager expresses his 
anxiety that the federal appointments may be made spoils for the 
spoilsman. Has he considered how that two million dollars will be 
spent? It will be comparatively easy to put the clearing houses under 
civil service rules, but if the offices with which the laborers come into 
actual contact are manned by political incompetents, the system will 
be rotten at the bottom. 

3. A centralized federal system would be run on uniform rules which 
would represent the national view of the attitude which employment 
offices should take in the struggle between capital and labor. It is pos 
sible, of course, for the federal government to lay down certain rules 
as to the conduct of the subsidized state employment offices, but the 
spirit in which those rules will be carried out cannot be guaranteed. 
The various states differ widely in the character of public opinion on 
the labor question. Can any one doubt that these differences will show 
themselves in the manner in which state officials conduct employment 
offices ? 

4. How long will it be before we have employment offices in proper 
number over the country? Will the states respond promptly to the 
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to obtain automobiles to take these persons to and from work. In 
Madison, Wisconsin, members of the Rotary Club and other business 
men volunteered their services for one day to relieve a serious shortag: 
of labor, letting the farmers pay whatever wages they considered their 
services worth, turning over to the Red Cross or to other war emer 
gency needs their wages. This service continued for six weeks or 
more, and was very satisfactory and much appreciated by the farmers. 

Each county must realize the need of mobilizing all unemployed or 
other labor available for short periods, before calling upon an employ 
ment office for assistance. The reason for this is that, as a rule, the 
labor recruited in country villages and towns is superior to that ob 
tained from the city, as at some time or other such laborers have prob 
ably had some farm experience. When there is a real shortage, the 
county agent should forward to the nearest federal or state employ 
nent cflice applications for help. 

The Employment Service must not only be organized and equipped 
to furnish real service to the farmers, but be put on such a basis that 
the local farm organizations will have confidence in placing orders with 
it. In order to give efficient service, each federal or state employment 
office should have a man devoting his whole time to farm labor matters. 
He should be a man trained in agriculture and familiar with farm 
operations and different types of farm employment, and above all 
should be a good judge of men so as to fit the right man to the right 
job. If this can be accomplished, instead of being 50 per cent effi- 
cient, that is, only 50 persons actually hired out of 100 persons re- 
ferred to positions, there is no reason why an employment office should 


not be at least 75 per cent efficient. 


E. St. Jounn Witeman.—lI desire to pay a warm tribute to the pre 
ceding speaker for his bold support of a federal system, unhampered 
by dual control and divided authority; for, speaking as an expert who 
has served two years’ apprenticeship in studying the operations of the 
principal government labor exchange systems in several countries, | 
hold the conviction that only along those lines is there any chance of 
permanent successful results. 

Professor Seager has referred to contention and disagreements in 
the camp of the reformers themselves. Four months ago, after an 
appeal to Mr. Gompers to take action in regard to securing national 
organization to deal with labor and industrial problems to meet war 
conditions and after-war demobilization, I received official communi 


cations from him intimating that the importance of the question was 
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employment of disabled, discharged soldiers after rehabilitation. Pro 
tessor Seager declared that the distribution and placement of labor has 
been left in the hands of employers. That is incorrect. It has been 
allowed to fall into the hands of commercialized agencies and crooks 
of all kinds, of the lowest type, whose one aim is the Almighty Dollar, 
who exploit both the employer and worker and are characterized in 
their methods and dealings by ingenious unscrupulousness, heartless 
cruelty, and ignorance of principles of efficiency and public welfare. 
It is both a disgrace and menace that such blots on civilization and 
humanity should be licensed by law. There are other important points 
which should be dealt with, but the chairman is taking out his watch 
to signify my time-limit is up, so, as an English woman who has spent 
four months in your country watching you speed up your preparations 
to take your place beside your Allies, the English and French, on the 
battle fields of Europe, in the name of our common cause, I urge you 
to come out to fight and work for a system, national in the truest sense 
of the word, based upon coéperation—not an exclusive control by a 
few interests. And I appeal to you not to rest content with fifty-fifty 
piecemeal efficiency, but to strive for and win the highest measure of 
national efficiency, prompt executive administration, and harmonious 
coéperation, to meet the tremendous demands and strain of war as 
well as its aftermath. 


Don D. Lesconter.—The war has awakened the nation to a reali- 
zation of many of its follies, not the least of which is its lack of policy 
with respect to the employment of labor. We have at last begun to 
see that our labor market is practically unorganized; that such or- 
ganization as exists is so decentralized and chaotic that it has little 
efficiency ; that we have no systematic way of measuring either the de- 
mand or supply of labor, or of moving the supply to the demand; and 
that at the very time that the nation is vainly calling for labor to ade 
quately man vital industries, thousands of idle laborers are deaf to the 
call to service or are unfit for use. 

It is high time that something awakened our country to its suicidal 
employment policies. It is high time for us to see that our failure to 
organize the labor market is not only interfering with production, is 
not only causing the workers heavy financial losses through unemploy- 
ment, but is contributing to the destruction of or impairment of the 
efficiency of hundreds of thousands of laborers year by year. 

The situation in the country, at the outbreak of the war, may be 


briefly sketched. The federal government had two sets of employment 
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year than they should have to hire to maintain a constant force. The 
defects of our employment machinery are not the only cause of ex 
cessive turnover, but they are a very important cause. 

The private employment agency is interested in its own profits. Its 
profits depend on the number of men that it places. The larger the 


employers’ turnover of labor the more profitable the business of the 


agencies. Private employment agencies are therefore not interested 


in placing men who will stick on the job. They are interested only in 
so much per head, and as many heads as possible. They neither know 
nor care about the detailed problems of the employer's business. They 
have no reason for seeking to adapt their service to his best interest. 
What interests them is that he wants “so many men” at “so much per 
head.”” They send a considerable percentage of men who they know 
will not stick. But why should they care? If those quit the agency 
will get fresh fees from the ones who will take their places. 

The public employment office gets no fees from the laborers, but 
under present conditions it necessarily measures its own efficiency by 
the number of placements. Volume, rather than quality, is apt to be 
its test of its own service. And, from one point of view it cannot be 
criticised in so doing. Every placement obtained by thé public office 
is taken away from the private office and represents returns on the 
taxpayer's outlay, but in the long run the only sound justification of 
a public office will be found in the qualfty of its service. Quality con- 
sists in a cateful selection of applicants to fit them into the positions 
for which they are best adapted. A soundly organized public system 
would boast of the steadiness with which men remained on their jobs 
and the small turnover of labor, rather than mere mass of placements. 

The excessive turnover of labor which is so characteristic of all in- 
dustries involves heavy losses. I pointed out a moment ago that the 
Ford Company’s turnover in 1913 was 51,000 greater than in 1914. 
Corporation employment managers estimate the loss to the employer 
for excessive turnover at $50 to $200 per employee. At the minimum 
figure the company’s loss in 1913 was $27,500. The time of the fore- 
men spent in instructing new employees, the decreased production due 
to slowed-down machinery, increased breakage of tools and materials, 
and other such elements of loss, run into money rapidly. 

The employee’s losses are equally serious. Unsteady work breeds 
unsteady habits. Frequent change of jobs results in a smattering of 
many kinds of work with incapacity to do any kind well. The child 
who has five music teachers in two years is little better off than if she 


had none. Likewise the workman who is continually passing from one 
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evil by sending any kind of man who would go out, regardless of his 
fitness or his character. Only a system of employment offices which 
controls the farm labor market of a whole area, and which seeks to 
place farm hands who are competent, responsible, and willing to stick, 
can mitigate this situation. Such a system can educate the farmers 
to the desirability of holding their men through a whole season, and 
to the methods by which this can be achieved. It can bring about a 
standardization of wages throughout the area, can discover and deal 
individually with those farmers who do not provide proper working 
conditions, and can sift the available farm laborers. In other words 
it can develop constructive, standardized policies to decrease turnover, 
retard migration, and equalize conditions. 

I am strongly of the opinion, for the reasons brought out by the 
previous speakers, as well as those that I have suggested, that the 
economists of the country should seriously emphasize the reorganiza 
tion and standardization of the labor market as one of the most cer 
tain methods of decreasing production wastes and maintaining an 


efficient labor force. 
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and, as a rule, every established status quo was good until it was 


outgrown. All economists and sociologists recognize, for instance, 


that slavery has had a necessary and useful place in social history. 


And it was defended by a philosophy that was proclaimed by Plato 
and Aristotle. Similarly, the centralized rule of kings was essen 
tial during the passage of society out of the bloody turmoil of th 
Dark Ages; and that institution was defended by the doctrine of 
“the divine right of kings,” and to call that doctrine in question 
in that day made one a traitor and an intellectual outcast. Later, 
revolutionary democracy played its essential réle, and Rousseau, 
Jefferson, and their colleagues gave to it intellectual acceptance 
in France and in America by substituting for “the divine right 
of kings,” “the social contract theory.” All these philosophies 
were false, but each served to defend the social policy that was 
expedient in its day. And in the recent past exploitative individ 
ualism, by organizing the agencies of production, has played a 
constructive role in social evolution as slavery, unlimited mon 
archy, and revolutionary democracy did in their time, and like 
them it illustrates the generalization that the established social 
policy of any age has always the backing of an appropriate phi 
losophy. The philosophy of exploitative individualism is the doc 
trine of laissez faire. 

The doctrine of laissez faire has been sustained by very subtk 
but specious arguments, such as the dogmatic optimism of the 
Physiocrats, the Malthusian “iron law,” the “wage fund theory,” 
and the “residual claimant theory.”” Economists have exposed 
the speciousness of one only to replace it with another equally 
fallacious, and have always been willing to acknowledge the fallacy 
of all except the last, which was waiting its turn to be exposed. 
A few minutes later I hope to show that the “specific productivity 
theory,” just now in vogue, though interesting as a speculativ: 
doctrine, is as futile as any of its predecessors as a defense for an 
unmitigated policy of laissez faire. 

Before going any further let me make it clear that the social 
control of the acquisition of wealth which we are considering does 
not aim at equality of possessions. Equality of possessions is 
neither possible nor desirable. Aristotle was right in saying that 
justice is not absolute equality but an equality between propor- 
tions. It is proportionate, both to their deserts and to their needs, 
for some men to have more and others to have less. Moreover, 
no form of social control ever ought to be or can be the sole factor 
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millions of Americans, who are neither lazy nor feeble-minded but 
industrious and normal, fail, even when they have regular employ- 
ment, to earn enough to support their families so as to have a 
reasonable chance of attaining the physical, moral, and cultural 
values and satisfactions of human life; and that, when any of these 
millions of wage-earners have children who are too small to go to 
work in the factories or to allow their mothers to do so, these 
children, by millions, are obliged to live under such conditions 
that, while some of them retain their decency and competence, it 
is a foregone conclusion that armies of them will sink to a place 
among the physical and moral derelicts of the submerged tenth. 
The unbearableness of this condition of things in a democracy 
as rich as ours is sufficiently obvious upon any theory of the qual 
ify of common men. I merely remark in passing, and not as in 
any way essential to the argument, that in the opinion of nearly 
all anthropologists, and of such of our own number as Professor 
Veblen and Professor Thomas, “native gifts of intelligence, sensi- 
bility, and personal force will occur as frequently in proportion to 
their aggregate numbers among the common mass” as among the 
children of the economically well-to-do. And I also recall paren- 
thetically the work of Professor Ward to the effect that more than 
three-fourths of the exalted talent born into the world fails—to 
make any notable contribution to civilization because of lack of 
opportunity for the personal development of its possessoxs. How- 
ever low our estimate of common but normal humanity, not until 
the last reasonable effort has been made to alter it should any 


of us accept as final a state of social organization or disorganiza- 
tion which is responsible every year for the otherwise needless 
death of hundreds of thousands of the usual sort of men, women, 
and children and for the fact that millions in each generation 
bring into the world the common normal heritage of capacity for 
life, liberty, and the pursuit of happiness and go out of the world 
without ever having realized any due modicum of the happiness 
and worth which they might have attained. At present in America 
it is as true of human life as it is of the “word of the Kingdom” 
that some falls in stony places and some by the wayside where the 
unclean fowls of the air devour it. The agricultural scientists 
say that the crop of the most fertile state in the corn belt might 
be doubled by better cultivation. It is at least as well within 
bounds to assert that the harvest of joy and worth in human life 
in our nation as a whole might be doubled if we would better pre- 
pare the economic and social soil in which life grows. 
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rate of $10,000 a year would require a thousand centuries. 
If economic tendencies were working out their nice adjust 
ment in accordance with the specific productivity theory, which 
is the present formulation of the doctrine of laissez faire, 
there would be no such thing as pure profits. Yet even on 
of our moderately successful multimillionaires who acquires a for 
tune equal to only 2 per cent of that which Mr. Rockefeller is 
supposed to possess has a sum the accumulation of which at th 
rate of $10,000 a year would require a longer time than has elapsed 
since the birth of Christ. So much for the poor and the rich. 

The third class of our people whose condition illustrates the 
ysurdity of our present distribution of wealth is the so-called 


middle class. 


al 
This class, as I have already stated, may be thought of as com 
prising about 33 per cent of our population. Men of this class 
at death leave property worth from one to forty thousand dollars. 
This middle class includes many of the skilled and organized labor 
ers, the great bulk of the retail business men, and of the teachers, 
ministers, newspaper men, artists, musicians, scientists, lawyers, 
and doctors, that is to say, the vast majority of those who do all 
the higher grades of work except manufacturing, banking, and 
other kinds of big business. Our present social organization con- 
fers as a special privilege upon those who engage in business the 
opportunity to acquire twice or ten times or a hundred times or 
a thousand times as much as men of equal ability in other walks 
of life. The middle class contains those who are sufficiently well- 
to-do to excite the emulation of ambitious and able youth, and 
not so rich as to excite instead hopeless envy; rich enough to be 
inclined to cautious conservatism, and not rich enough to pervert 
the organs of public opinion and social control; rich enough to 
attain security and culture, and not rich enough to be plunged 
into wasteful extravagance and decadent excesses. One who has 
regard for the general social welfare will look upon the decline 
of the middle class as one of the worst possible forms of failure 
in the distribution of wealth. Concerning this middle class I will 
pause to say only this, that as compared with the very rich, and 
even as compared with the moderately rich, the position of the 
middle class is growing worse. The poor are in a far more pitiful 
plight, but, though they are so poor, they are not rapidly growing 
poorer; on the other hand, in the present concentration of wealth 
in the possession of 2 per cent of the population, it is the middle 
class who are suffering the greatest decline in relative position. 
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the case of manufactured commodities. The supply of human lift 
is not definitely limited either by nature or by cost of production. 
In the case of any commodity, the supply of which is dependent 
upon human volition, there is a normal bargaining price which is 
protected by the cost of production. For labor there is no such 
thing as a normal price protected by the cost of production. 
When the price of a manufactured article falls below the cost of 
production, manufacturers curtail their output, or store it in 
warehouses, and so produce a scarcity which restores prices if th 
commodity has utility as a staple article. But the laborer cannot 
store his labor for future sale—if not used today it is gone forever 

and the only way he could curtail the output would be to commit 
suicide. In fact, when times are bad and wages fall, the supply 
of labor offered, that is, the number of men seeking jobs, instead 
of being diminished is actually increased. If the fall of wages in 
any country or any industry is permanent, the standard of living 
is undermined, and the standard of living is the only hoped-for 
check upon the birth of children. Consequently in the second gen 
eration the supply of laborers, badly reared in abodes of misery 
and seeking the lowest and worst paid forms of labor, is still 
further increased. ‘Thus under the uncontrolled operation of eco 
nomic tendency the mass of misery at the bottom of the ladder 
tends to grow. ‘Today we are suffering from this result and have 
more of the undervitalized, stimulant-craving, untrained, and in 
competent, and a smaller proportion of capable and efficient labor 
ers than we should have if custom and law had enabled the laborers 
of preceding generations in Europe and America to maintain the 
proper standard of living. Economic tendency, uncontrolled by 
custom and law, cannot be expected to produce any decent ap 
proximation to a just distribution of wealth, because it is nothing 
less than the operation of bargaining power, which depends 
upon scarcity, and common labor is common and not scarce. We 
have assumed that unregulated bargaining power is a form of 
might that automatically makes right. It does not make right, 
it makes wrongs. 

In the second place, unregulated economic tendency can be dé 
pended upon to produce an unjust, unreasonable, and intolerable 
distribution of wealth because uncontrolled economic tendency pro 
duces centralized business organization. Within limits this is a 
good thing from the point of view of efficiency in production. It 
is the survival of the fittest. The interests of all classes in society 
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was excessive, and both classes of facts justify the statement of 
Professor Henry C. Emery, based upon information gathered while 
a member of the United States Tariff Board, that “tthe relation 
of the price which the producer receives for his commodity to the 
price which the consumer pays for it seems to follow no rule of 
logic.”* On October 8, the price of a pound loaf of bread in this 
country varied from 6 to 15 cents, the high price being in the 
great food market of the Middle West and the low price in the 
manufacturing district of the East. Perhaps no other equally 
expensive article is so often purchased for American homes as a 
piano. I am credibly informed that a $300.00 piano costs $65.00 
at the factory. That wide margin between cost of production 
and consumer’s price which “seems to follow no rule of logic” is 
a field of operation for those who sit in the seats of management. 
Who shall estimate how many hundreds of millions annually this 
condition invites the managers to transfer from the pockets of the 
consuming public to their own bank accounts, and will as long 
as there is no social control, and “business is business.” 

We have briefly pointed out two reasons why unregulated eco 
nomic tendency cannot be expected to result in a tolerable distri 
bution of wealth. The first reason is that distribution according 
to economic tendency is distribution according to sheer bargaining 
power, and that common labor, like light and air, has not bargain- 
ing power in proportion to its utility, nor proportionate to any 
tolerable basis of distribution, that labor is not a commodity to be 
bargained for, but a man working, and the basis of a claim in 
equity to a share in the product of industry. The second reason 
is that economic tendency is toward organization and organization 
means concentration of control over industry, and in the absence 
of social control organization confers upon those who sit in the 
centers of management the power to exploit, not only the laborers, 
but also the investors and perhaps most of all the consumers. 

We must pause here to consider “the specific productivity 
theory” which, as was remarked in our introduction, is the form 
of defense for a policy of laissez faire just now in vogue. That 
theory asserts that if we had unlimited competition, then capital 
and labor each would automatically receive just what each pro 
duces. As a substitute for that theory let me ask you to consider 
what may be called the organic theory of distribution, based on 
the following considerations: 


4 American Economic Review, V, 536. 
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interest. But if, as leading teachers of the specific productivity 
theory hold, capital renewed out of its own earnings becomes 
eternal, it soon outlives those who are entitled to wages of absti 
nence, so that any further use of interest for purposes of con- 
sumption becomes exploitative. 

According to the specific productivity theory free competition 
climinates pure profits. This contention becomes relatively un- 
important if rent and interest can be exploitative. However, it is 
worth noting that the elimination of profits even by the freest 
competition is very doubtful. Adequate investigation would prob 


ably show that those instances in which capital is not “fluid 


stead of being negligible exceptions, really are the rule. 

The question whether free competition would eliminate pure 
profits is not only rendered extremely doubtful by the fact that 
under the freest competition capital is not fluid, and rendered 
relatively unimportant by the fact that rent and interest can be 
exploitative, but is at present merely academic. Pure profits hav 
not been eliminated. As nearly as we can tell from the census, 
profits, in times of peace, amount to 27.5 per cent of the total 
national income, or 58 per cent as much as all wages and salaries. 

We do not have and probably cannot get that unlimited com- 
petition without which the specific productivity theory has no 
claim to validity. Every deft nse of laissez faire implies free com 
petition, but a policy of laissez faire ultimately destroys free 
competition. Even if social control, which is the opposite of 
laissez faire, did its utmost to preserve unlimited competition it 
is doubtful whether we could get it. How will you make men 
compete when they find it more profitable to have an understand 
ing? If we did get unlimited competition we should do so at enor- 
mous sacrifice of efficiency in organization. Such competition and 
bad business habits surviving from former competition as we now 
have cost us hundreds of millions annually, and at this moment are 
causing business men like Mr. Frank Vanderlip and economists like 
Professor H. C. Adams to call for social control to check competi 
tion in order to avoid the wastes that diminish our efficiency for 
war. If we could get unlimited competition at the enormous sacri 
fice of efficiency which it would involve, probably it would not elimi- 
nate pure profits; even if it did eliminate pure profits it might 
depress wholesale prices till labor could not be paid a decent wage ; 
at the same time, since retail buyers are relatively inefficient com- 


petitors, it would not lower retail prices so as correspondingly to 
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absurd concentration of wealth in our new country do not more 
aptly illustrate the natural effects of unregulated competition than 
they do the power of artificial control over competition. They il- 
lustrate the fact that the ultimate economic tendency is the disposi 
tion of economic tendency to defeat itself by enlisting for its own 
abatement the agencies of control. And the broadest generaliza- 
tion upon this theme that is justified by the facts of experience is 
this, that the policy of laissez faire, or unregulated individualism, 
is inherently a temporary policy, a policy that is sure to make 
itself intolerable—intolerable, first, to the great survivors of the 
competitive struggle who temporarily have profited by it but who 
continue to prosper only by controlling it; and intolerable, sec 
ondly, to the masses who have temporarily been exploited by it, 
and who slowly but surely become sufficiently enlightened and 
sufficiently organized to unite in securing their freedom from its 
exploitation. 

Experiments in the control of the acquisition of wealth in th 
interest of society at large have not yet been carried as far as 
experiments in its control in the interest of the ruling economic 
class. Yet they have accomplished enough to demonstrate that 
there is nothing illogical or visionary in talking about the control 
of the acquisition of wealth in the interest of social policy. It is 
hardly open to reasonable doubt that society could socialize the 
unearned increment or even the rental value of land—and that 
without serious injustice to present owners and without impairing 
the right of occupancy of their heirs. Nor is it open to serious 
doubt that society could extend the policy of public ownership 
of capital; or that society could further limit the transmission of 
wealth by inheritance; or that society could greatly extend the 
sphere of operation of minimum wage boards; or that society could 
diminish the opportunity to swell private fortunes by banking and 
dealing in corporate securities; or that society could, without 


necessarily assuming the conduct of manufactures, become the 


only jobber and retailer and so eliminate the waste of competitive 


merchandising and secure the absolute control of prices. I am 
surprised that no one seems to have proposed and advocated this 
simple and effective method of securing social control of industry. 
It would be out of the question in the moments remaining to 
attempt the advocacy of any specific methods for social control 
of the acquisition of wealth. 
I have now discussed, as far as time allowed, the three proposi- 
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provided such achievements command our highest rewards and our 
most pronounced approvals. There may have been a time when 
the organization of production was our prime need. It is so no 
longer; and if we continue to offer to business success such dis 
proportionate rewards, that will be a potent factor for the abor 
tion of our national development. 

It even perverts our conception of success in business itself. 
We assume without question that business success is measured by 
acquisition, not by production. Yet this attitude of ours is an 
ibsurdity. We measure the success of a captain of industry, not 
by the welfare of the detachment in the army of industry which 
he commands, not by the production of utilities which his detach- 
ment in the army of industry pours into the current of the nation’s 
economic life, but we measure it by the amount that he can ap- 
propriate to himself out of the utilities created by the nation’s 
industry. Usually he contributes something in return for all he 
takes, sometimes he contributes much, and sometimes, as in the 
case of the mere speculator, it is impossible to prove that he con 
tributes anything. In any case it is not what he produces but 
what he takes that is the popular measure of his success. That 
this absurd standard for the judgment of success seems to us 
normal and inevitable is an exhibition of the degree to which 
the present disorganization of distribution has perverted our own 
minds, 

Fourth, money is power. Sovereignty is nothing more nor less 
than the predominant power. All government is an exercise of 
power. When predominant power is exercised by one class we 
have autocracy or oligarchy; when it is exercised by the responsible 
agents of the people according to forms devised by the responsible 
agents of the people, we have democracy. Power is of three kinds: 
first, physical force represented by the policeman’s billy and the 
soldier’s bayonet: second, money is power; third, knowledge is 
power. 

Ancient despotisms rested mainly upon physical force, upon 
militarism. The first development of democracy was to remove 
from any one class of society the exercise of predominant physical 
force. This first step is a great accomplishment. The forms of 
freedom which we now cherish provide fairly well for liberty from 
arbitrary physical compulsion. The second form of power, the 
power of money, is exercised by governments chiefly through the 
funds raised by taxation and by the imposition of fines. It is a 
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cautiously but courageously and constructively liberal, it would 
come into scarcely disputed power. The public of a democracy 
naturally divides into three groups. First is the conservative 
group, largely composed of elegant, cultivated, and kindly peopl 
who assent to only such minimum concessions in the direction of 
increased democracy as are forced from them, as the condition 
of keeping in the main the status quo. At the other extreme ari 
the malcontents and the radicals, who also may think themselves 
just but who care for little save the interest of their own group, 
and are willing to resort to vagaries or even to violence. Between 
them is a truly liberal group not, on the one hand, grudgingly 
yielding concessions nor, on the other hand, tolerating violence or 
incautious experiments, but courageously and constructively seek 
ing for justice and the gradual realization of the nearest feasibl 
approach to the fulfilment of the ideals of democracy. To this 
third group, swayed by no partisan consideration but governed 
solely by knowledge of the facts and regard for the public good, 


the members of our two associations should naturally belong. 
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The I. W. W. is strong in the Pacific Northwest, and though 
it bitterly fights the American Federation of Labor, some of the 
federation trade unions found in the rough-handed trades, such 
as lumbering, stevedoring, and even shipbuilding, have drifted 
toward syndicalism and many of their members even carry secretly 
the red cards of the I. W. W. The federal government has met 
the anti-war agitation of the I. W. W. with fair cleverness. When 
arrests have been made, publicity has been given to the alleged 
treasonable activity of the leaders, and the government case sus 
tained before the public. The economic activities of the rank and 
file of the I. W. W., however, have not been interfered with, and 
their meeting halls in the Northwest continue thronged and the 
center of their strike activity. A Mrs. Sandburg, a_ Finnish 


woman, widow, with two children of three and six, lives on a small 
farm near Seattle. Being destitute she had been awarded a 
mothers’ pension by King County. On November 17 of this year 
this pension was cut off and the woman recommended for deporta 
tion because federal officers asserted that “she was actively work- 
ing in the interests of the I. W. W., meetings had been held at her 
home, and members of the organization had visited there fr 
quently.” Nothing could be more ingeniously done to focus the 
interest of a large unrestful labor group in the state of Washing 
ton on syndicalism than this incident. This well-intentioned and 
conventioally patriotic act is not merely inopportune, it is un 
happily creative. The great emotional outflow stimulated into 
existence by the startling announcement of our national danger 
is being transferred from its desirable nationalistic object and 
focused on such activities, distressing both socially and econom 
ically. It seems an ateurate example of the Freudian iibertragung, 
the transference of emotional expression. Such a mutilation of 
the psychological basis of Seattle’s patriotic unity does not run 
counter to the current standards of acceptable economic or social 
development. To most of the citizenship national unity remains 
a legal concept. 

It is a far cry from such a pseudo-politico economic illustration 
to a consideration of the delinquencies of modern economics, 
but there is a vital relation. Our conventional economics today 
analyzes no phase of industrialism nor the wage relationship, 
nor citizenship in pecuniary society, in a manner to offer a 
key to such distressing and complex problems as this. Human 
nature riots today through our economic structure with ridi 
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motives, emotions, and folk ways of our pecuniary civilization. 
Generalizations and experiment statistics abound ready-made for 
any structure of economic criticism. The human motives are 
isolated, described, compared. Business confidence, the release of 
work energy, advertising appeal, market vagaries, the basis of 
value computations, decay of workmanship, the labor unrest, de 
cline in the thrift habit, are the subjects treated. A brief list of 
these economic-psychologists is impressive: Veblen, Thorndike, 
Hollingworth, Dewey, James, Watson, Holt, Sumner, Thomas, 
Stanley Hall, Jastrow, Patrick, Hobhouse, M’ Dougall, Hart, 
Shand, Wallas, Lippmann, Freud, Prince, Southard, Glueck, 
Brill, Bailey, Paton, Cannon, Crile, and so on. One might say, 
with fairness, that each one of these has contributed criticism 
touching the springs of human activity of which no economic 
theorist can afford to plead ignorance. The stabilizing of the 
science of psychology and the vogue among economists of th 
scientific method will not allow these psychological findings to be 
shouldered out by the careless a priori deductions touching human 
nature which still dominate our orthodox texts. The confusion 
and metaphysical propensities of our economic theory, our neglect 
of the consequences of child labor, our lax interest in national 
vitality and health, the unusableness of our theories of labor un- 
rest and of labor efficiency, our careless reception of problems of 
population, eugenics, sex, and birth control; our ignorance of 
the relation of industry to crime, industry to feeble-mindedness, 
industry to functional insanity, industry to education; and our 
astounding indifference to the field of economic consumption—all 
this delinquency can be traced back to our refusal to see that 
economics was social economics, and that a full knowledge of man, 
his instincts, his power of habit acquisition, his psychological de 
mands were an absolute prerequisite to clear and purposeful think 
ing on our industrial civilization. M’Dougall, the Oxford social 
psychologist, said in direct point: “Political economy suffered 
hardly less from the crude nature of the psychological assumption 
from which it professed to deduce the explanations of its facts, 
and its prescriptions for economic legislation. It would be a libel 
not altogether devoid of truth to say that the classical political 
economy was a tissue of false conclusions drawn from false psycho- 
logical assumptions.” 

What then are the facts of human nature which the newer 
psychology offers as the beginning of economic theorizing? 
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operation—a bias so strong that we cannot go contrary to it, 
though by trying to go contrary we may pervert, stunt, and cor- 
rupt them.” 

Cannon, the Harvard physiologist, has said: ‘More and more 
it is appearing that in men of all races, and in most of the higher 
animals, the springs of action are to be found in the influences 
of certain emotions which express themselves in characteristic in- 
stinctive acts.” 

Instincts to their modern possessor seem unreasoning and un 
rational, and often embarrassing. To the race, however, they are 
an efficient and tried guide to conduct, for they are the result of 
endless experiments of how to fight, to grow, to procreate, under 
the ruthless valuing mechanism of the competition for survival. 
In fact, outside of some relatively unimportant bodily attributes, 
the instincts are all that our species in its long evolution has con- 
sidered worth saving. When one considers the unarmed state in 
which the soft-bodied human is shoved out in the world to fight 
for his existence against creatures with thick hides, vise-like jaws, 
and claws, it becomes clearly evident that if man had not been 
equipped with an instinctive and unlearned code of efficient com 
petition behavior his struggle on this earth would have been brief 
and tragic. And also in contrast with his own remote ape an 
cestors, one could in retrospect see that the survival of the human 
species must have had as a prerequisite a rich and varied instinct 
equipment which removed man from the necessity of learning a 
complete scheme of behavior via the dangerous trial and error 
method. The species, without some unlearned and protective capac 
ities, would not have lasted the instruction. Within the past ten 
thousand years nothing in our brilliant experiment with the en- 
vironment called civilization has been long enough adhered to to 
bring about a psychical adjustment capable of physical inher- 
itance, and so the basic motives of the business man today remain 
those of his cave ancestor. The contribution of civilization has 
been merely an accumulation of more or less useful traditions 
touching habits accidental in character and questionable in de- 
sirability. 

All human activity, then, is untiringly actuated by the demand 
for realization of the instinct wants. If an artificially limited 
field of human endeavor be called economic life, all of its so-called 
motives hark directly back to the human instincts for their origin. 
There are, in truth, no economic motives as such. The motives 
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Perhaps one should stop to most seriously emphasize this con 
cept of a new human normality, and also to appreciate the handi 
cap to discussion which comes when every analyzer at a round 
table has a very different brand of human normality in mind. 
There is that theoretical 100 per cent normality which is gained 
for the individual by free mobility plus a full and fine environ- 
mental equipment of persons and instruments, and which results 
in a harmonious and full expression of his psychic potentialities. 
Since each vigorous life lived under these conditions would generate 
wisdom in direct proportion to it, I think that an evolutionary 
and also conventionally desirable progress could be prophesied 
as a result. This progress has no so-called idealistic goal or 
direction. It has merely a potentiality for more wisdom, and that 
wisdom might lead to any of countless possible developments. 

A second normality would be that produced by that freedom 
in instinct expression and that environment which would give far 
more unconventional experimentation, far more wisdom than we 
now have, but not the amount which would crack social life by 
hurrying the change of traditions too much, or destroy those 
civilization institutions which could be modified with some hope 
of their higher usefulness. Conscious that man will change, if he 
is to change, to this latter compromise-normality concept, it is 
such a normality that I have in mind when I use the term. 

If normality be that state in which the inherited instinct-po 
tentiality in man is realized, then a cataloguing of the various 
instincts would be an invaluable aid in constructive social analysis. 
Such catalogues exist in most of the modern psychologies and 
social psychologies but all the catalogues differ from each other 
in kind and complexity. James and Thorndike give man a multi 
tude of instincts, Trotter and Sumner limit them to four, Brill to 
two, hunger and sex. A more important disagreement between 
instinct theorists is, for instance, that existing between M’Dougall 
and Thorndike. Thorndike protests against sticking into man’s 
permanent psychic equipment any sort of unit characters, for 
instance, like a gregarious urge or a pugnacious bent. He claims 
this to be a reversion to the old and abandoned scheme of “moral 
faculties.’ Thorndike’s “instinct” is an unlearned and original 
proclivity to react in a certain fixed, simple way, particular to one 
simple stimulus. Under his scheme man’s instinct-acts would run 
up into the innumerable. The findings of fact and the hints of 
the psychopathologists seem strongly to substantiate Thorndike’s 
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heep-he rders become in the end irrational, and solitary confin 
ent ends in insanity or submission. 
The slavish following of fashion and fads is rooted in gregari 


ousness, and the most important marketing problem is to guess 


the vagaries of desire which the mob spirit may select. <A great 
rowd or festival is satisfying for its own sake. The installation 
of a president of a university needs behind the rows of intellectual 
delegates a mass of mere onlooking humanity, and it gets it by 
various naive maneuvers. Crowds seldom disperse as rapidly as 
hey might. ‘They are loath to destroy their crowdishness, and 
therefore irrationally hang about. If gregariousness should 
weaken, a panic would seize municipal values, and professional 
baseball, the advertising business, and world fairs and conventions 
would become impossible. 

2. Instinct of parental bent: motherly behavior: kindliness. 
In terms of sacrifice this is the most powerful of all instincts. 
(his instinct, whose main concern is the cherishing of the young 
through their helpless period, is strong in women and weak in 
men. The confident presence in economic life of such anti-child 
influences as the saloons, licensed prostitution, child labor, the 
police control of juvenile delinquency, can be well explained by 
the fact that political control has been an inheritance of the so 
cially indifferent male sex. The coming of women into the fran- 
chise promises many interesting and profound economic changes. 
What little conservation exists today goes back to the male par- 
ental instinct for its rather feeble urge. 

The disinterested indignation over misery-provoking acts which 
comes from the parental instinct is the base stimulus to law and 
order, and furnishes the nebulous force behind such social vagaries 
as the Anti-Saloon League, Society for the Prevention of Cruelty 
to Animals, the Associated Charities, the movement for juvenile 
courts, prison reform, Belgian relief, the Child Labor League. 
The competitive egotism of pecuniary society has stifled the habits 
which express the parental bent. We are not habituated to hu 
manitarianism. 

3. Instinct of curiosity: manipulation: workmanship.— Curios 
ity and its attendant desire to draw near, and if possible to manip 
ulate the curious object, are almost reflex in their simplicity. Of 
more economic applicability is the innate bent toward workman 
ship. Veblen has said that man has “a taste for effective work, 
and a distaste for futile effort.” This desire and talent that man 
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by an equally instinctive act, flight. Flight in business may take 
the conventional form of retirement or selling out, but often adopts 
the unique method of bankruptcy, insanity, or suicide. 

6. Instinct of mental activity: thought.—To quote Thorndike: 
“This potent mover [workmanship] of men’s economic and recre- 
ated activities has its taproot in the instinct of multiform mental 
und physical activity.” ‘To be mentally active, to do something, 
is instinctively satisfying. Much of invention springs costless 
from a mind thinking for the sheer joy of it. Organization, plans 
in industry, schemes for market extension, visions of ways to 
power, all agitate neurones in the brain ready and anxious to give 
issue in thought. A duty of the environment is not only to allow, 
but to encourage, states in which meditation naturally occurs. 

7. The housing or settling instinct.—In its simplest form, the 
gunny-sack tents of the tramps, the playhouses of children, the 
camp in the thicket of the hunter. The squatter has a different 
feeling for his quarter section when he has a dugout on it. Man 
innately wants a habitation into which he can retire to sleep or 
to nurse his wounds, physical or social. The Englishman’s home 
is his castle. 

8. Instinct of migration: homing.—To every man the coming 
of spring suggests moving on. ‘The hobo migration begins 
promptly with the first sunshine, and the tramp instinct fills 
Europe with questing globe-trotters. The advice, “Go West, 
young man,” was not obeyed on account of the pecuniary gain 
alone, but because the venture promised satisfaction to the instinct 
to migrate as well. 

9. Instinct of hunting.—Man survived in earlier ages through 
destroying his rivals and killing his game, and these tendencies bit 
deep into his psychic make-up. Modern man delights in a prize 
fight or a street brawl, even at times joys in ill news of his own 
friends, has poorly concealed pleasure if his competition wrecks 
a business rival, falls easily into committing atrocities if conven- 
tional policing be withdrawn, kills off a trade union, and is an 
always possible member of a lynching party. He is still a hunter 
and reverts to his primordial hunt habits with disconcerting zest 
and expediency. Historic revivals of the hunting urge make an 
interesting recital of religious inquisitions, witch burnings, college 
hazings, persecution of suffragettes, of the I. W. W., of the Jap 
anese, or pacifists. All this goes on often under naive rationaliza- 
tion about justice and patriotism, but it is pure and innate lust 
to run something down and hurt it. 
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five years that the scientific attitude itself has been able to over- 
come this instinctive repugnance and attack these problems, inti- 
mate and perilous to human society, which have languished under 
the taboo. 

13. Instinct of leadership and mastery.—Ilt often appears that 
man seeks leadership and mastery solely because their acquisition 
places him in a better position to gratify his other instinctive 
promptings. But there also seems a special gratification in lead- 
ing and mastery for their own sake. Modern life shows prodigious 
effort, paid only in the state of being a boss of the gang, a “‘lead- 
ing’ college man, a “prominent citizen,’ a secretary or a vice- 
president, a militia captain or a church elder. A secret ambition 
to some day lead some group on some quest, be it ethical or eco 
nomic, is planted deep in our nature. Every dog longs to have 
his day. 

14. Instinct of subordination: submission.—In contrast to lead- 
ership, man longs at times to follow the fit leader. Soldiers joy 
in a firm captain, workmen quit a lax though philanthropic em- 
ployer, instructors thresh under an inefficient though indulgent 
department head. Eternal independence and its necessary strife 
are too wearing on the common man and he longs for peace and 
protection in the shadow of a trust-inspiring leader. To submit 
under right conditions is not only psychically pleasant, but much 
of the time to be leaderless is definitely distressing. 

15. Instinct of display: vanity: ostentation.—This old disposi- 
tion gives the basic concept for Veblen’s remarkable analysis of 
the economic activities of America’s leisure class. The particular 
state of the industrial arts with its trust control and divorce of 
producer and consumer, plus political peace, has taken from man 
his ancient opportunity to show his unique gifts in ownership of 
economic goods and in valor. So he is driven in his yearning for 
attention to perverted activities. He lives to waste conspicuously, 
wantonly, originally, and, by the refined uselessness of his wasting, 
to show to the gaping world what an extraordinary person he is. 
The sensitiveness of social matrons to mention in the society col- 
umns, the hysteria to be identified with the changing vagaries of 
the style, the fear of identification with drab and useful livelihoods, 
offer in their infinite variety a multitude of important economic 
phenomena. 

16. Instinct of sex.—Of the subjects vital to an analysis of 
life, be they aesthetic or economic, sex has suffered most from the 
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that the early pre-capitalistic culture, with its handicraft pro- 
duction and small intimate social groups, stressed the habits which 
express the instinct of workmanship and the parental instinct. 
With the industrial revolution and the immergence into the pe 
cuniary scheme of things of a small property-owning class and 
a large proletariat, life presented habit opportunities which 
stressed, in the master class, the so-called egotistical instincts of 
leadership, hunting, ostentation and vanity, and for the working 
class removed the opportunities to express the instinct of work 
manship and reduced and restricted the other avenues of expres 
sion or perverted them to non-evolutionary or anti-social behavior. 
Instinct perversion rather than freely selected habits of instinct 
expression seems broadly a just characterization of modern labor 
class life. Modern labor unrest has a basis more psychopatho 
logical than psychological, and it seems accurate to describe mod 
ern industrialism as mentally insanitary. 

A remarkable analysis of instinct dominance over behavior is 
illustrated by the experiments at the Harvard Medical School and 
described by Professor Cannon. He notes that among the instinct 
emotions active in man those which are identified with a physical 
struggle for existence have both a physical and mechanical author 
ity over all other instinct urges to conduct. Like the military 
general staff, they shoulder aside, in times of stress, the aesthetic 
and peaceful enthusiasms and mobilize every mental and physical 
efficiency to their war purpose. The central nervous system is 
divided by Cannon into three parts, all of which, under peace, 
function normally. If, however, the brain be stimulated to fear 
or anger, one of these parts, the so-called “sympathetic part,” 
becomes the dictator. Its particular nerve fibers are, of the three 
parts, by far the most extensive in their distribution, and permit 
immediate mobilization of the entire body. Its mobilization con 
sists in “‘secession of processes in the alimentary canal, thus free 
ing the energy supplied for other parts, the shifting of blood from 
the abdominal organs whose activities are deferable to the organs 
immediately essential to muscular exertion (the lungs, the heart, 
the central nervous system), the increased vigor of contraction 
of the heart, the quick abolition of the effects of muscular fatigue, 
the mobilizing of energy-giving sugar in the circulation-—every 
one of these visceral changes is directly serviceable in making the 
organism more effective in the violent display of energy which 
fear or rage or pain may involve,” 
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or imprisonment, to the same degree is the behavior stimulated 
by the lower-toned emotions less vivid and noteworthy than the 
blind and frantic resistance to the direct physical threat. The 
behavior reflex to the emotions generated in a state of worry, anx 
iety, economic servility, or personal humiliation, instead of ex 
pressing itself in violent re volt, i is shown in states of mental inertia, 
loss of interest and power of attention, labor inefficiency, drifting 
off the job, drink and drugs. These behavior states which under 
conventional and economic moral theorizing are barrenly and in 
accurately described as willful acts are elemental, irrational, and 
blind reflex activities. Under conditions which allow the satis 
factory expression of man’s original inherited proclivities, this 
warlike specialization of the mind and body is avoided. There 
the cranial or sacral sections of the peace-footing “‘automatic” 
section divide with the warlike “sympathetic” section the author- 
ity over the body. Health and nerve reserve are built up, a quiet 
brain permits rational orderings of the associations of the mind, 
social behavior habits can influence the order and connections of 
the neurones and insure their perpetuation; in short, intellectual 
progress becomes possible. 

The instincts and their emotions, coupled with the obedient 
body, lay down in scientific and exact description the motives 
which must and will determine human conduct. If a physical 
environment set itself against the expression of these instinct mo- 
tives, the human organism is fully and efficiently prepared for 
. tenacious and destructive revolt against this environment; and 
if the antagonism persist, the organism is ready to destroy itself 
and disappear as a species if it fails of a psychical mutation which 
would make the perverted order endurable. 

Even if labor-class children evade those repressive deportment 
traditions that characterize the life of the middle-class young, at 

later date in the life of these working-class members certain 
powerful forces in their environment, though they work on thi 
less susceptible and less plastic natures of mature individuals, 
produce obsessions and thwartings which function at times, ex 
clusively almost, in determining the behavior of great classes of 
the industrial population. The powerful forces of the working 
class environment which thwart and balk instinct expression are 
suggested in the phrases “monotonous work,” “dirty work,” “sim- 
plified work,” “‘mechanical work,” the “servile place of labor,” 
“insecure tenure of the job,” “hire and fire,’ “winter unemploy- 
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psychic antecedents; and that our present moralizing and guess- 
solutions are both hopeless and ludicrous. 

The dynamic psychology of today describes the present civiliza 
tion as a repressive environment. For a great number of its in 
habitants, a sufficient self-expression is denied. There is for those 
who care to see, a deep and growing unrest and pessimism. With 
the increase in knowledge is coming a new realization of the ir 
rational direction of economic evolution. The economists, how 
ever, view economic inequality and life degradation as objects, in 
truth, outside the science. Our value concept is a price mechanism 
hiding behind a phrase. If we are to play a part in the social 
readjustment immediately ahead, we must put human nature and 
human motives into our basic hypotheses. Our value concept must 
be the yardstick to measure just how fully things and institutions 
contribute to a full psychological life. We must know more of 
the meaning of progress. The domination of society by one eco 
nomic class has for its chief evil the thwarting of the instinct life 
of the subordinate class and the perversion of the upper class. 
The extent and characteristics of this evil are only to be estimated 
when we know the innate potentialities and inherited propensities 
of man, and the ordering of this knowledge and its application to 
the changeable economic structure is the task before the trained 


economists today. 
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The first paper is, in the main, an attack on the doctrine of laissez 
faire. The writer implies that this doctrine still has some vitality, al- 
though he suggests that it began to lose its force a generation ago. 
True, but his chronology needs revision. I began the study of eco- 
nomies a generation ago, and I was taught then that laissez faire, as a 
doctrine, had long been dead. Indeed, looking back over the history 
of the past century, one may doubt whether any one has put faith in 
that doctrine excepting a little group of selfish interests whenever they 
wished to favor their own policies. As early as the thirties and forties 
of the last century, began in England that protective labor legislation 
which has spread to the ends.of the earth in defiance of laissez faire. 
There was little evidence of laissez faire in the enormous grants of land 
and money by the public to railroads and other corporations in the 
United States from 1850 on. A thousand important public policies of 
the past half century are evidence that laissez faire has long been dead. 
But its image, like that of Guy Fawkes, is still brought out each year 
to be hung up in derision to make a sociological holiday. 

The first paper devotes considerable time to an attack upon the 
theory of specific productivity as developed by John B. Clark. I yield 
to no one in my respect for Clark’s theoretical work, considered as a 
whole, but this part of his theory I utterly rejected in a review of his 
work as early as 1901. Referring to his claim to present a “vindica- 
tion of the existing distribution of incomes” I called this a non-sequitur 
from his economic analysis. I declared that Clark had not proved and 
could not prove by his analysis that, as he said, “there is assigned to 


every one what he has specifically produced.” This judgment I believe 


to have reflected not only my own view but that of many economists 


at that time. My colleague, Professor Adriance, has more recently in 


a detailed and effective refutation given to the doctrine of specific pro- 


ductivity its coup de grace (Quarterly Journal of Economics, Nov., 


1914). It is true that various phrases with the flavor of specific pro- 


ductivity still linger in the textbooks, but the authors render to the 


doctrine a mere lip service. Certainly when such economists as Taus 


sig and Seager, with their well-known social sympathy, speak of 


5 


“specific productivity,’ they mean no justification of prevailing abuses, 


no ethical vindication of the existing inequality of incomes. 


Of the other economic questions raised by the first paper, I will 


refer only to the confusion throughout of competition with lack of 


regulation. In a number of the examples cited, the evils are due not 


‘ 
to competition but to monopoly, to a one-sided competition. Regula- 


tion is needed either to restore competition or to control combination 


and monopoly, not to suppress competition. 
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before? That primitive nature is the fixed fact. Is not the explanation 
to be found in this case in some change in the environment? And there 
is one important change to which the author has made no reference, 
namely, the rapid rise of prices since 1914. It is a general truth of 
history that when prices rise rapidly, wages lag behind and strikes 
multiply. It is this fact that would seem to explain the recent wave 
of strikes much more simply, more prosaically and less dramatically, 
than is done by Professor Parker. 

Finally, I would raise the question as to whether throughout this 
paper the author has not greatly exaggerated the biological elements in 
the analysis and underestimated the cultural or educational elements. 
Man in society from its primitive beginning has been a product of the 
union of biological and cultural influences. The untutored savage is a 
myth; nature-folk everywhere are rigorously tutored in the customs 
and traditions of their tribes. Their primitive biological nature is 
shaped and moulded from infancy by their social environment. Wher- 
ever this educational process in any nation or any class of society is 
omitted or slighted, there unsocial acts result. The explanation of these 
acts therefore is not so much in the biological nature which the law- 
breakers share with all law-abiding men, but in the lack of education 
the education which they have failed to share. The rapid growth of 
our industrial institutions has given us many unsolved problems of edu 
cation. We have not adequately developed institutions making for thrift 
in the new conditions, nor have we sufficiently safeguarded the mass of 
men against the accidents of industrial life. We have not provided for 
them the industrial training that would mould them into habits of in- 
dustry, and give them the possibility of modest success. These facts 
help to explain many continuing evils in our industrial relations. In 
so far, therefore, Professor Parker’s paper leaves a distorted impres- 
sion. We decline to make again of economics a “dismal science.” We 
refuse to believe that all our industrial ills are due to the innate 


wickedness of men and to our inevitable heritage of original sin. 


Westey C. Mitcnetyi.—All of us who heard Professor Irving 
Fisher's presidential address before the American Association for La- 
bor Legislation have doubtless been thinking of the similarity between 
the burden of his speech and what Professor Parker has said tonight. 
Circumstances have directed the attention of both men to the industrial 
unrest which is so prevalent at the present time. One in New Haven, 
the other in Seattle, have concluded that to understand and deal effi- 


ciently with existing conditions, we must recognize factors not dreamed 
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it makes possible cumulative change. So far as these sciences can 
contribute to progress, they find their opportunity in purposive, in- 
telligent control over institutions. One of the hopeful results of the 
present war is that it has demonstrated to all that our social economic 
institutions are far more malleable than had been supposed. Those 
men like Professor Parker and like Professor Fisher who see a con- 
flict between man’s inherited instincts and present living conditions 
are justified in pressing vigorously for such changes of our present 
institutions as will accord on the one hand with the original nature 
of man, and on the other hand with our present notions of productive 
efficiency. 

E. C. Hayes.—It has been interesting to observe the difference of 
opinion between the two gentlemen who have discussed my paper as to 
what is or is not dead in economic theory. From what appears in the 
economic textbooks and from what is heard in the utterances of econo- 
mists one is forced to conclude that if the doctrine of laissez faire is 
dead it must be reckoned as one that “being dead yet speaketh.” I 
am glad to find myself in agreement with the President of the Amer- 
ican Economic Association, that if the doctrine of laissez faire is dead 
at least its obsequies still require to be decently celebrated.2, One who 
says that the doctrine of laissez faire was dead a generation ago must 
mean that the first exceptions to the universality of its application had 
been admitted. It was still the reigning theory, although it resembled 
a king who had lost some outlying provinces, but who still asserted 
full authority over most of his realm and lustily resisted further en- 
croachments, to say nothing of total dethronement. 

If the time allowed I should gladly renew debate over the proposi- 
tion which has been laid down this evening, that the way to rectify 
distribution is to maintain freedom of competition; and in doing so 
I should willingly begin at a point selected by my critic, namely, retail 
trade. The objection to present retail methods is not so much that 
they enrich the merchants as that they wrong the consumers. And 
I should admit with alacrity that in the very instances in which mer- 
chants are enriched the methods of merchandising are extravagantly 
costly. This of course shows that these unregulated methods can at 
the same time waste profusely and also enrich the dealers, doing both 
out of what is taken from the consumers. 

1 Referring to what Professors Fetter and Anderson had said about laissez 
faire and the specific productivity theory. 

2 Referring to the treatment of the doctrine of laissez faire in Professor 
Commons’ presidential address. 
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VALUE AND PRICE THEORY IN RELATION TO PRICE 
FIXING AND WAR FINANCE 
By B. M. Anverson, Jr. 
Harvard University 
Most economists have given scant attention to legally fixed 
prices. The active, large-scale, competitive market, where prices 
ire free to seck adjustment under the influence of economic values, 

is received our chief attention. Mill limits himself very strictly: 
“IT must give warning once for all,” he says, “that the cases I con- 
template are those in which values and prices are determined by 
competition alone. In so far only as they are thus determined, 
in they be reduced to any assignable law.” Later writers have 

lded their law of monopoly price, based on the principle of 
maximum net return to the monopolist, but few writers, in dis- 
cussing the general theory of value and price, have gone beyond 
that. Mediaeval theory dealt largely with fixed prices, but from 
the moral, rather than the economic, viewpoint, for the most part. 
In discussions of railway rate-making, we have chiefly discussed 
legal and moral questions. We have here, however, developed a 
good deal of economic analysis, considering the influence of rates 
on different industries, on different sections of the country, and 
on the volume of railway traffic. The problem of legally fixed 
minimum wages has led some writers to grapple with fundamentals, 
and here I would especially refer to Professor Seager’s lucid an- 
alysis in his presidential address before the American Association 
for Labor Legislation in December of 1912. 

On the whole, one gets the impression from the textbooks that 
legally fixed prices are either futile or harmful, apart from the 
case of monopoly, where there is a surplus above costs to bear the 
shock. The discussion of usury laws is typical. The doctrine 
there is that usury laws are either ineffective, because the legal 
rate of interest is put high enough not to interfere with the natural 
rate, or else are evaded, or else drive capital away from the com- 
munity where the legal rate is enforced. The difficulty of enforcing 
fixed prices, the danger of forcing merchants to close their shops, 
the danger of driving supplies away from the market, or of stop- 
ping production, have all been emphasized, and have, moreover, 
been abundantly illustrated from the history of such attempts. 
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values manifest themselves to a given individual as objective pres- 
sures or lures. ‘They are psychological in character, but they grow 
out of the complex interplay of the minds of many men. They rep- 
resent, to a given individual, the minds of the rest of the group, 
putting pressure on him, or offering him lures. Legal values, or 
laws, are that part of the social will which will be backed up, if 
need be, by the organized physical force of the group, through 
the government. Social moral values are values which the group 
enforces by praise or blame, by cold shoulders and ostracism, or 
by honor and approbation. Social economic values are values 
which the group enforces, under a system of free enterprise, by 
profits and losses, by riches and bankruptcy. Under a socialistic 
system the economic values would not immediately guide produc- 
tion, but would guide the bookkeeping and planning of the govern- 
ment, and he behind the laws or authoritative commands which 
immediately control the activity of labor, and the utilization of 
the land and capital of the group. 

We have been used to think of two main types of social organiza- 
tion, and two main ways of guiding the employment of labor and 
capital. The system of free enterprise, where prices, controlled 
by economic values, guide production and consumption, we think 
we understand. Our economic theory has been worked out to ex- 
plain it. We have also devoted much theoretical analysis to the 
socialistic system, where the state owns the land and capital goods, 
and where labor is subject to authoritative control. It has been 
assumed that these two systems are mutually exclusive, that you 
can have one or the other, but that you cannot mix them. 

In fact, however, we do find them mixed. In the socialistic 
utopias, we often find schemes for the automatic guidance of labor 
under a system of varying wages, working on commercial prin- 


ciples; and in our system of free enterprise we have many cases 


of state activity, and cases where the state commandeers property 


or even life. The conscripted army, or the conscripted posse 
comitatus, would, of course, be extreme cases of this. 

Further, we find many cases, both under the system of legal 
control and under the system of free enterprise, where men per- 
form services, and perform them well, under the influence of values 
which are neither legal nor economic. There are many unpaid, 
or inadequately paid, governmental officials who find their reward 
primarily in prestige, in the approbation of the group. There 
are positions of dignity and honor in the world of business, and 
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of bankruptcy. ‘The government is, of course, not the only insti 
tutional center with power and prestige. The banks and the stock 
market alone may do it. 

We may well find, therefore, that the present governmental 
policy is not so anomalous as it at first appears. It presents 
anomalies for our current economic theory chiefly because that 
theory has been highly abstract and unrealistic, worked out in 
a vacuum, on the assumption that there are such things as pure 
economic forces. 

Where the state contents itself with a fiat, fixing retail prices, 
but leaving the rest of the economic situation uncontrolled, we 
may well expect the law to be a failure. Some merchants will obey 
it, but if the price fixed is below the wholesale price, bankruptcy 
will prevent their obeying it very long. The temptation to evade 
the law, to sell secretly to favored customers at higher prices, or 
to shut up their shops entirely, will be irresistible. History is 
full of such cases. But we have a different problem when the state 
undertakes to control the whole chain of prices leading up to the 
retail price. Clearly if the retailer can buy at a wholesale price 
which allows him a living profit, he will be able to sell at the 
legally fixed price. Will he sell at that price? He has more 
demand at that price than he can supply. The answer given by 
our conventional demand and supply analysis is, therefore, that 
he will raise his price anyhow. His customers, competing for the 
inadequate stock, will bid up the price. But we have been seeing 
a different situation in the case of sugar in recent months, par- 
ticularly in New England and New York. In Massachusetts, 
where I have been able to watch the thing most closely, the retailer 
has, in general, kept pretty close to the price suggested by the 
regulating boards. There has been, for the retail market, in- 
formal suggestion rather than strict legal control. But it has 
been effective. When supplies have been exhausted, consumers 
have waited for more. Stocks have been rationed out, sales being 
limited to ten pounds, and finally to two pounds, or one pound, 
for each customer at a given time. The preference has been given 
to regular customers as a rule. I have found no evidence at all 
that rich customers have been favored, though probably that has 
occurred at times. Customers have themselves withheld their 
purchases. Anxious and able to pay high prices to get more sugar, 
they have restrained themselves, and put pressure on their neigh- 
bors, to help make the inadequate supply go around. The re- 
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miners, farmers, and lumbermen, who supply raw materials, or 
back to the laborers, who are “ultimate factors of production” 
at every stage? How far is it possible to put pressures of a non- 
economic sort on them, to induce them to forego the prices they 
could expect under the free play of economic values? 

On the whole, we may expect among manufacturers, laborers, 
mine-owners and farmers the same general human nature, and the 
same sort of responsiveness to social pressures, that we find among 
retailers and wholesalers, ‘The questions to be answered regarding 
them relate to the possibility of applying the social pressures, 
and the possibility of their being able to respond to them. It is 
easy to apply social pressure to conspicuous men and to large 
corporations. If they violate the law, evidence is obtainable, and 
juries, especially in war-time, will take pleasure in convicting 
them. The finger of scorn is easily pointed at them, and they 
can be made to wince before public condemnation. Moreover, 
the fact that a given man or corporation is handling large enter- 
prises makes it easy to see that the public welfare is really af- 
fected, and great praise is given to conspicuous services—as in 
the case of Mr. Ford. Where industry is concentrated, therefore, 
control by non-economic values is easy. The railroads have been 
operated, since the war began, with a primary purpose of serving 
the country, and with profits made incidental—very incidental! 
The banks and stockbrokers have given great services, and services 
which have cost them a good deal of money, gratuitously. The 
great copper mines and concentrated copper selling agencies have 
been brought under governmental direction by an organization 
within the trade itself, which controls the shipments, as well as 
the price, and which is really selling, at the price fixed, exclusively 
to those customers who need the copper for public purposes. 
Anthracite coal is concentrated in a few hands, and the control 
of that industry has been fairly simple. But the farmers are scat- 
tered and numerous. Bituminous coal mines are also numerous 
and scattered. Laborers are most numerous, most obscure, anony- 
mous, hardest of all to bring to the bar of public opinion. It is 
also hard to bring legal pressure to bear on farmers and laborers. 
They are so numerous that their political power is great. They 
have, moreover, definite class feeling and have a sense that they 
have been much exploited in the past, and these ideas are shared 
by many of the rest of us. They thus have social values of their 
own which tend to resist outside social pressures, and the outside 
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are close in any case, and this evasion has not meant much. More- 
over, even this seems to have been promptly stopped on intimation 
from the Grain Corporation that it would not be tolerated. The 
price of flour has not been fixed. Rather, the millers have been 
limited as to their profits, both on flour and on by-products. Ther« 
is uncertainty in the trade as to how the profit should be com- 
puted. Overhead charges are not easy to apportion, and there 
is the further complication that the earlier months of the crop 
year are the busy months, and that allowance must be made for 


he dull months to come after January next. Millers do not ex 


pect to make much money this year, though they seem to feel that 
they will come out even, and are viewing the situation cheerfully, 
and grinding all the grain they can get. It may be added that 
the regulating authorities have also regulated the amount of wheat 
that millers may buy, and are holding in check by this means com- 
petition among the millers for wheat. The millers report their 
daily purchases of wheat. They are gratified that the govern- 
ment expects to send flour, rather than wheat, to Europe, thus 
enabling them to continue in business. They are acquiescing read 
ily enough in the requirement that different grades of wheat be 
blended in their flours, in fixed proportions. This interferes with 
brands and trade marks, but they are making little complaint 
about it. The main purpose of this blending requirement is, of 
course, to protect the scant supply of hard wheat. There is, 
however, an incidental effect which is also of importance for our 
purposes. ‘The government has established fixed differentials be- 
tween the different grades of wheat. In a free market, differen- 
tials naturally vary. When, however, the proportions of different 
grades in the blend are prescribed, the difficulty of holding to the 
fixed differentials is lessened. The jobbers in flour have been given 
time to work off their flour purchased at the high prices of last 
June. But for the rest, they are restricted to a margin of 75 
cents per barrel. Probably this margin is too low. The cost of 
jobbing with the largest Boston houses has been 49 cents. Other 
houses in Boston have costs of 70 cents. In New York the cost 
is probably above this. The lowest cost reported anywhere is 
43 cents, but that was on carload lots. Smaller houses in very 
many cases have costs substantially exceeding 75 cents. They 
can stand the thing for a while, however, the more as flour is only 
one part of their business.—I call attention here to what I believe 
has been a serious error in the government’s policy, at points— 


the effort to Ss! too close ly. This has been 
especially th lustry, where, for reason 
already ind} ipply as compared with 
the more con prices seem to have been 
more generous! th millers and jobbers in 
flour has bee: Lever Bill. by a system of 
licenses, with » business, and to obtain 
which t] ey mu vi h the Grain Corpora- 
tion to ho ito set. OF ntrol over the retaj] 
price of flour r) informal, although th 
license Syst m Stores. But the retail 
price of flour The trad seems to be of 
the opinion t] cy has prevented the price 
of flour from 1 heights. Where flour js 
now selling at , at retail, the trade thinks 
t would have « n the absence of restrictions. 

In dealing rnment has recognized thi 
difficulties al cannot be legally coerced. 
The price paid They must feel that they 
are being justly been, incid ntally, a deli 
cate political | it as between laborers, de- 
manding low f demanding high prices. 


The greater c vy been mad by the farm« rs, 


but the pric y high for this year, and a 
high price for 1 ranteed. There was a curious 
though natura course the farmers would 
take in mar] Last June, the men who were 
working at the 1 was grave danger that the 
wheat market new wheat began to com 
in in large volu lume of wheat to be carried. 


at a given tin ulators is small. Wheat is 


promptly expo lers as it comes to market. 


But with th he shortage of ocean vessels, 
it was feared t!] normal amount of wheat, at 
twice the normal le up in the primary markets at 
a given time. ] re possibly adequate to meet 


this, but it was il facilities were not, that the 
trade would bi 1 slump in the price of wheat. 
It was in part f $150,000,000, as a “revolving 
fund,” was prov Bill, to be used in market opera- 
tions, to stabiliz it. It was originally planned 


| | 


Price-Fixing and War Finance 249 


to fix, not one price of wheat, but rather, maximum and minimum 
prices, to be maintained by commercial operations, making the 
government the largest dealer in the grain market, buying with- 
out limit at the lower price, and selling without limit at the higher 
price. It was proposed by some, as a means of inducing the 
farmers to hold back their wheat, that these maximum and mini- 
mum prices be advanced month by month, by an amount that 
would equal carrying charges. Fortunately this plan of advancing 
the price month by month was not adopted. The other plan, of 
maximum and minimum prices, would have been an interesting 
experiment, but would have left the government with less effective 
control of the situation than it now possesses. The chief difficulty 
the present plan has met has been the slowness with which the 
farmers have brought their wheat to market. The explanation 
of this is not clear. Probably a good many farmers, prosperous 
ind 


able to borrow on easy terms at the banks, have been holding 
their wheat, waiting, on the chance that the price might go higher. 
‘To no small extent, there has been real dissatisfaction with the 
price fixed. ‘There have been cases where the farmers, in their 
dissatisfaction, have turned winter wheat land to rye, because 
there is no immediate prospect of limitation of the price there. 
The farmers must be dealt with on a commercial basis, if con- 
tinuous production is to be assured. ‘They must in any case get 
their costs of production. And cost of production—the older 
economists to the contrary notwithstanding!—includes agricul- 
tural rent. If land can be used advantageously to produce other 
things than wheat, it will not be used for wheat unless the price 
of wheat yields a rent that equals that to be obtained from the 
other use. On the whole, the $2.00 guarantee for next year seems 
to be sufficient to increase the production of wheat next year. The 
acreage of winter wheat is greater than in December of 1916, by 
4 per cent. Of course, the $2.20 for wheat this year has no effect 
on the present crop year. Nor can the farmers expect to get 
more than that this year. Legal coercion is probably wholly un- 
necessary. ‘The farmers face an absolute buyers’ monopoly, like 
that which the Tobacco Trust presented to the tobacco growers. 
Nobody can buy wheat without a government license, for milling 
purposes, and the export trade in wheat is wholly in the hands 
of the government’s Grain Corporation. But this buyers’ monop- 
oly is far more effective than any private monopoly could be. It 
is unassailable at law. It has back of it the prestige of the gov- 
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that we cannot deny the success of the policy in dealing with 


opper. The price fixed, several cents lower than prices that had 
pre vailed, pe rmits the mine owner to meet expenses of produ tion. 
lx pense of production, in the copper mines, for short-run pur 
poses, does not include the rent of mines. The mines cannot be 
turned from copper to coal, as agricultural land can be turned 
from wheat to corn or rye. Land rent is a necessary part of cost 
production only when there are alternative uses, or when ther 
danver that the land will not be k« pt up to its norm il eflici ney. 
Of course, if no rent at all is allowed the mines, there is danger 

wasteful mining, with the ultimate ruin of the mines, but as a 
short-run policy, we need not worry about this in the case of 
coppe r. 

\ very large part of the reduction of prices falls, simply, on 
yusiness profits, and on rents of fixed investments, mines, good 
will, and other non-transferable forms cf wealth. But there is 

ic element in expense of production which cannot be refused, 
d that is wages. Labor is the least specialized concrete factor 
production, particularly that unskilled labor which is needed 
» work with skilled labor in almost every occupation. If the 
price fixed is so low as to interfere with wages, in any line, pro 
luction in that line must be curtailed at once. 

In the case of bituminous coal, the facts are still obscure. The 
cut there was drastic. ‘The industry is little concentrated, and 
there are many small mines, run not in the most business-like 
fashion. ‘The cost data which they had in past years supplied 
their own stockholders had been too low, leaving out adequate 
allowances for wasting assets, for betterments, and similar items. 
‘To a considerable extent, these data were the only source of in 
formation on which the government could act in setting prices. 
That the prices were too low seems to be conceded by the govern 
ment in the increases that have since been allowed piecemeal. 
There is dispute as to how far wages have been held back, and 
how far strikes have occurred which would not have occurred h id 
there been no restriction on the price. Probably many thin-vein 
mines were really unable to operate on the government’s price. 
Probably much unskilled labor has been lost to the bituminous 
coal fields, in the period of demoralization that followed the price- 
fixing. Jobbers and retailers, in both bituminous and anthracite 
coal, were for a time demoralized by the new regulations. Banks 
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been hard to get temperate statements from men in the trade, or 
from the coal journals. Nor are the statements from some of the 
officials who have talked about the matter as temperate as one finds 
among the officials concerned with the regulation of wheat and 
flour. Of late, there is evidence of better feeling, and more judi- 
cious statements are being made. But I have found no one in 
the trade who questions that the price-fixing policy has reduced 
output below what it would have been had the price been left 
alone. 

The failure to recognize differences in quality of bituminous coal 
by price-differentials has been a serious mistake. In at least one 
case, a mine producing premium coal has been shut down, and a 
mine producing inferior coal with a high ash content has been re- 
opened, because there was no difference per ton in the price of the 
output of the two mines. The same company owned both mines, 
and had labor enough for only one. Differentials are not so easy 
to fix in coal as in wheat, but the coal trade makes them, on the 
basis of “thermal units,” and it should not be impossible for the 
government to follow the trade practice. 

Fortunately, the drastic cut in price was effective only in slight 
degree. The trade was more scared than hurt, so far as mine 
operators were conce rned, because existing contracts were re- 
spected, and most of the operators in bituminous coal had enough 
contracts to take care of the bulk of their output. By the end 
of November I had heard of no sales of bituminous coal at govern- 
ment prices in New England. There may have been such sales, 
but they were surely exceptional. The jobbers felt themselves 
hard hit. Probably the jobbers’ margin of 15 cents per ton is 
too low, though I speak with great diffidence. But most of the 
uncertainties have now been straightened out, production, though 
less than it would have been, is large; and we are seeing the be- 
ginning of a policy which, if wisely carried out, will redeem the 
whole bituminous coal policy. I refer to the control of coal ship- 
ments, so that nonessential industries cannot get coal. 

It is, we may suppose, politically impossible to draft the labor 
of the country, and force its concentration on essential industries. 
Coal and copper can be drafted. Capital can be obtained for the 
government at a rate of interest far below the market rate. But 
labor cannot be drafted, or got to work below the market rate. 
There are, however, several indirect ways of bringing about the 
concentration of labor where the government wishes it to 
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must suffice, though there are many things that seem wrong with 
this general philosophy of money. Prices are not passive things, 
borne on the surface of the waves of money and bank credit, like 
a cork on the surface of the water. Rather, prices are active 
causes in the process, and, to the extent that prices and bank 
credit are tied together, the causation is as likely to be initiated 
by the prices as by the bank credit. In the case in question, some 
thing of the following sort seems probable: If the government 
holds down the prices of the things it buys, it will spend the pro 
ceeds of its loans more slowly, and borrow less. The expansion 
of bank credit is thus less rapid than if prices were uncontrolled. 
Further, the prices the government pays are the incomes of those 
to whom it pays them, and they consequently spend less. Those 
with whom they deal are thus able to pay less in making their 
purchases, and so on through the whole chain of expenditures 
nitiated by the government, or by the people, at the fixed prices. 
With copper at 2314 cents, moreover, the bank credit required 
to finance the movement of copper is less than would be the case 
if copper were at 30 cents. And so with wheat and flour and steel 
nd coal. Further, if copper be cut from 30 cents to 231% cents, 
the prices of copper stocks will be cut greatly, as they have been 
cut, and so with a host of other stocks. Bank loans based on 
stock exchange collateral are correspondingly reduced. Instead, 
therefore, of fearing with the quantity theorist that reducing 
some prices will force an advance in others, we may hold that 
reducing some prices will tend to reduce the rest. And we may 
expect this reduction in prices to reduce the volume of bank loans 
and deposits. 

Further than that: holding down the prices of necessities will 
make it easier to put through effectively the campaign of thrift 
which we are initiating. There are tremendous possibilities here, 
if we can make the people understand that thrift is a patriotic 
duty. We can check consumption of luxuries both by denying 
cars, coal, etc., to the industries that produce them, and by alter 
ing the course of popular expenditure from luxuries to Liberty 
Bonds and loan-stamp books. There is a large surplus of income, 
even of real income, in the hands of special classes, among them 
large groups of laborers and farmers; and we can reach this by 
a campaign of thrift. Most of the people can save if the prices 
of necessaries are kept down. If we can’t get the luxuries, and 
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SOME CONTRIBUTIONS OF THE WAR TO OUR KNOWL- 
EDGE OF MONEY AND PRICES (Abstract ) 


By Irvine Fisner 
Yale University 
The war is a crucible in which economic theories, among other 
things, are being tested. 

The evidence is by no means all in as yet, but such as is now 
ivailable seems to point to the following conclusions: 

1. The bullionist theory (that the value of paper money and 
bank credit is dependent on the value of the bullion in which it 
is redeemed and can never rise above that value any more than 
water can rise above its source) is incorrect. In May, 1916, th 
English paper pound was worth more in France than the gold 
pound. In Sweden, since the virtual cessation of the free coinage 
of gold at the end of 1916, there has been a premium on paper. 

2. The war will help to a realization of the fact that there 
may be inflation even when there is no stoppage in specie pay 
ments, and that inflation is to be measured by index numbers of 
commodity prices rather than by the premium on gold. This will 
be as great a step forward as was the realization which followed 
the Napoleonic wars and the famous English Bullion Report that 
the premium on gold did represent depreciation of paper. In 
short, while the Napoleonic wars led people to measure paper 
money in terms of gold, the present great war will lead people to 
measure both paper and gold in terms of commodities. The latter 
measurement is now possible by means of index numbers. Thes: 
have already convinced most students that gold has depreciated 
in the United States. 

3. The war will demonstrate the close connections between gov- 
ernment loans and inflation of paper and deposits. 

t. It will show that inflation, even when not strictly monetary 
inflation but mere credit inflation, will raise prices. 

5. In the absence of complete data to afford a quantitative 
measurement, we may make a qualitative comparison between the 
different countries. We find that, almost without exception, th 
more the issue of government loans the more the increase of paper 
money and deposit currency, and that the greater these issues 
the greater the rise in prices (both wholesale and retail), as well 
as the greater the fall of the monetary unit in international ex- 
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MONEY AND PRICES— DISCUSSION 


E. W. Kemmerer.—The field covered by the papers of Professors 
Fisher and Anderson is such a wide one that I feel constrained by the 
ten minutes allotted to me in the discussion to limit my remarks to two 
points only. One of the two is a development of Professor Fisher's 
third point concerning the war’s evidence on the doctrines of the bul 
lionist or metallist school; and the other is a brief comment on the 
concluding remarks, concerning the quantity theory of money, in Pro 
fessor Anderson’s paper. 

How even before the war the bullionist doctrine of the value of 
money could survive in responsible quarters, in the light of recent 


monetary experiences of such countries as India, Austria, the Strait 


Settlements, Porto Rico, and the Philippines, is difficult for me to 
understand. On this subject the experiences of the war period ar 
particularly illuminating. 

A superficial statement of the relation between the value of standard 
money, under a system of free coinage, and the value of its bullion 
content, a statement to which both believers in the quantity theory 
and believers in the bullionist theory would probably agree, is as 
follows. 

Under normal conditions the value of standard money conforms 
closely to the value of its bullion content. A gold dollar has a value 
ilmost exactly equivalent to the value as bullion of 23.22 grains 
of pure gold in the financial centers. If 23.22 grains of pure gold in 
the United States are for any reason worth more as money than as 
bullion, more gold is brought to the mints, the supply of gold coin and 
cold certificates in circulation is increased, and the value of the dollar 
tends to decline to its bullion par. If, on the other hand, 23.22 grains 
of gold are worth more as bullion than as money, the flow of gold to 
the mint declines, some gold coin may be melted and exported, or ex 
ported as money, the relative supply of money declines, and the value 
of the gold coin rises to its bullion par. 

In explaining these facts the bullionist theorist says that the valu 
of the gold money—and therefore of dependent forms of money—is 
determined by the bullion value of gold coins. The quantity theorist, 
on the other hand, says that the value of money is determined by the 
demand for money relative to the supply of money, and that the bullion 
value of gold coin and the money value normally conform only because 
free coinage and the comparatively free movement of gold into and out 


of the country bring about an adjustment of the relative supply of money 


i 
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to the bullion y tains that the law of demand and 
supply in its aj lf is the fundamental thing, the 
value of mone | being secondary. Briefly stated, 
the quantity t hasis upon the supply and di 
mand for mor rist upon the supply and demand 
for gold. Und both explanations seem to conform 


to the facts. 


The war, hoy normal conditions in many coun- 
tries. It has d tions in the bullion value of the 
standard mon fluctuations in the supply of stand- 
ard money T England, Japan, Germany, Mexico, 
and numerous 1 embargoes upon the expor- 
tation of gold, [ believe, some of the other Seandi- 
navian countrie rictions on the importation of gold. 
There is no long gold from country to country. No 
longer does the respond fully to changes in value of 
gold bullion. M lion value of money are divorced. 

Within each of t tries, moreover, and some of the 
neutrals, the go renuous efforts to impound in its 
central bank vau reasuries all the available gold. 
It is bad form, u me places closely akin to treason 
for an individual] n his possession. In most belliger- 
ent countries toda rd is a myth. 

Now that cha 1 supply in the case of money in 
many countries 1 ny changes in the bullion value, the 


question pres¢ nt two forces appears to con- 


trol the value of The war is giving no uncertain 
answer to this lay at the Scandinavian countries 
and at Spain I f value, the gold crown, contains 
6.22 grains of } refore the gold equivalent of 26.8 
cents United Stat produces practically no gold and 
there is little or 1 in Sweden. At today’s quota- 
tion (December Swedish crown in terms of United 
States gold as n Im exchange rates is 33.25 cents, 
representing a p1 nt above its value as gold bullion. 
Computed in the Danish crown was at a premium of 
171% per cent, a ta at a premium of 1214 per cent. 
The flow of gold being restricted, the money sup- 
ply has not increa rtion in response to the deprecia- 
tion in the valu markets. The result is that the 


money of these ¢ 1 scarcity or monopoly value. It 
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is clearly demand and supply that rules here, not bullion value. In the 
words of Ricardo’s famous dictum, there can be no depreciation except 
from excess. 

One of the most striking illustrations of this principle that can be 
found in monetary history has existed for some months in Mexico. 
That country today is unique in the fact that it is a country whose 
media of exchange are exclusively metallic money. Practically all the 
banks are closed. The few that are open are confining their business 
practically to dealing in demand and cable exchange with foreign coun- 
tries. One can neither deposit money in Mexican banks today nor 
withdraw money that he has deposited there in the past. There are 
no bank notes in active circulation and no checks. The Mexican mint 
at present will coin all gold brought to it, making only a brassage 
charge of one-half of 1 per cent. The unit of value is 75 centigrams 
of pure gold, which is equivalent to 49.85 cents of United States gold 
coin. Adding the brassage charge of one-half of 1 per cent would 
make the cost of the gold peso equivalent to that of 50.1 cents of 
United States gold money. On September 20 of this year a gold peso 
in Mexico City would buy 55.87 cents of United States money in the 
form of a demand draft on New York City or in the form of United 
States paper money (including gold certificates). Here was a pre- 
mium of 11.8 per cent for Mexican gold money over United States 
money which represented gold in New York. It was accounted for 
by the relative scarcity of money in Mexico as compared with the 
United States. The supply of gold money in Mexico could not in- 
crease under the lure of this premium because of the gold embargo 
and other obstacles to its flow from the United States to Mexico City, 
and because of the comparatively low production of gold in Mexico 
at the present time. The supply of silver coin could not be increased 
because the high price of silver made its purchase for coinage pro- 
hibitive. Hence a scarcity value of money in Mexico, representing ap- 
proximately 12 per cent premium over the bullion value of gold coins. 
Gold coins were everywhere circulating at this high money value. 

During a brief period in which the mint was closed to the coinage of 
gold, the local price of gold fell. 

Just as the scarcity value of gold coin in Mexico exemplified Ri- 
cardo’3 dictum that there can be no depreciation except from excess, 
so did the high bullion value of silver coins exemplify the obverse of 
this dictum; namely, that there can be no appreciation except from 
redundancy. During the last ten days of September in Mexico there 
circulated freely throughout the Republic, at par with Mexican gold 
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Briefly summarizing, I believe that the general tendencies are some- 
thing as follows: With the outbreak of the war the government is 
confronted with a certain level of prices and wages; with the necessity 
of securing a maximum quantity of certain supplies; and with a credit 
system based upon a certain average perce ntage of cash reserves 
Confronted with this situation the government issues orders for the 
maximum production of certain commodities, munitions, ships, military 
clothing, ete.; and, in order to pay for the new supplies, the govern 
ment takes measures which result in the rapid expansion of credit. 
Legal reserve requirements of banks are reduced in terms of percent- 
ages, and the federal reserve law is so changed that legal reserves are 
to consist only of deposits in federal reserve banks, against which de- 
posits the federal reserve banks are required to keep only a moderate 
reserve. Gold is impounded and federal reserve notes with a legal 
reserve of 40 per cent are substituted in large quantities in circulation 
for gold certificates carrying a reserve of 100 per cent. Various de- 
vices are utilized to lessen friction, and increase the effectiveness of 
our banking machinery—devices such as the new collection and clear- 
ng system of our federal reserve banks, the gold settlement fund at 
Washington, and the federal reserve agents’ settlement fund. All this 
gain in the efficiency of money and credit, which is equivalent to an 
increase in the supply, the government attempts to take to itself in 
order to provide funds for meeting war expenses. This extension of 
credit, and this increase in the efficiency of money and of credit, are 
applied to the new demand for war supplies and rapidly push up 
prices. In a degree the government seems to be trying to lift itself 
by its own boot straps. Then comes the call for government regula 
tion of prices, accompanied by patriotic appeals to the public to econ 
omize in every possible way, and above all to refrain from using more 
articles of war necessity than are absolutely necessary—articles such 
as copper, iron, wheat, meat, etc. The patriotism of the public is ap 
pealed to in the strongest possible way to refrain from extravagance in 
consumption, and to postpone until after the war all new building and 
all extension of capital equipment not required for the prosecution of 
the war. The government's borrowing, accompanied by the heavy 
destruction of capital, forces up the interest rate, and a high and 
rising interest rate supplements the above patriotic appeal in dis- 
couraging capital extensions for non-military enterprises. To an ever- 
increasing degree the government becomes the buyer of the nation’s 
products, and private industry to meet private needs drops into the 


background. The government, however, in important lines, such as 
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Advocates of the latter theory do not deny that importation of gold 
tends to reduce its value, or to raise the price level, and this can fully 
xccount for the similarity of the curves of price level and volume of 
money. 

The volume theorists speak of a money unit. To me such a unit is 
neonceivable, and I shall try to explain wherein my difficulty consists. 

In my hand I hold a piece of metal. This piece possesses weight, 
independent of whether we have or have not adopted a unit in terms of 
which to express weight. For this reason this piece of metal might 
have been adopted as our unit of weight, our pound. 

Now I hold in my hand a rod of iron. It has length, independent 
of the fact that we have already adopted a unit of length and can 
express the length of this rod in terms of feet. If a unit of length 
had not already been adopted, this rod might have been chosen as our 
unit of length, our foot. 

A nugget of gold possesses value, or purchasing power, whether or 
not we have adopted a unit of value. A gold nugget of given weight 
can therefore serve as a value unit, as a dollar. 


When it comes to legal tender notes, the case is radically different. 
A note, though legal tender for all debts, unless its value is stated in 
terms of some value unit, say dollars, cannot have any value. A legal 
tender note cannot be used as a measure of value, because its value 
must first be stated in terms of some unit and it must be redeemable 
at the stated rate. I cannot therefore conceive what can possibly be 
meant by a money unit. It would be more reasonable to speak of a 
ton as a coal unit, or of a yard as a dry-goods unit, for coal and dry 
goods possess weight and length, while legal tender money, unless its 
value is first stated in terms of dollars, can have no value. 

The volume theory of money, it seems to me, is based on the notion 
that money can have value independent of the previous adoption of a 
value unit, and it is therefore to my conception an incomprehensible 
idea. This leaves me no choice but to accept the commodity theory. 

The experience of Professor Kemmerer can, I think, be explained 
without militating against the commodity theory. Mexico has adopted 
the silver standard, and, if gold be coined into legal tender pieces, it 
is not unlikely that those gold coins bear the same relation to the 
Mexican standard silver coin as our silver dollars bear to our gold 
standard money. Just as our silver dollars can buy more silver than 
their own weight, so would the Mexican gold coins buy more gold than 
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price control is justifiable, the fact remains that the government did 
not sufficiently realize that it was becoming responsible for the per- 
formance of these functions. 

The trouble with economists is that they do not get near enough 
to present-day, practical problems. After the war, they may be able 
to tell, in an uninteresting way, why price control was a success or a 
failure; but they are powerless and lacking in sufficient influence to 
help solve such a problem when it is forced upon the country. 

[ am not denouncing theoretical economies by any means; I merely 
ippeal for a linking up of theory with practical every-day problems. 
This calls for more contact with business machinery and business men. 
I believe, for example, that more valuable contributions can be made 
to the theory of market price by getting out into the markets with a 
market reporter than by cogitation in a closet. Let us try to get away 
from the reputation of being “theoretical” and develop a reputation 


for being able to put our theories to some practical use. 


Rejoinder by B. M. ANverson, Jr.—The quantity theory plays a 
minor part in the paper I read, and for the justification of the views 
there advanced I would refer to the fuller discussion in my book, The 
Value of Money, the chapter on “The Passiveness of Prices.’ In the 
interesting facts presented by Professors Fisher and Kemmerer re 
garding Sweden and Mexico I find nothing novel in principle. | 
should agree with them that the strict commodity or bullionist theory 
of money, which explains the value of money solely by its bullion 
content, or by its prospect of redemption in bullion, cannot explain 
these cases. But I do not think that the quantity theory explains 
them either. Similar cases are discussed at length in my book, chap- 
ters VII and XXII, and I content myself with referring to these 
chapters. It is easy to find exceptions to Professor Kemmerer’s dic- 
tum, “No depreciation except from excess.” One striking case is that 
of the demand notes and state bank notes early in 1862, when gold 
left the country under Gresham’s law, leaving a monetary vacuum, 
accompanied by rising prices and a gold premium on the paper money. 

Professor Fisher’s statistics call for several comments. First, he 
has taken account of only a small part of the prices. If stock and 
bond prices, and real estate prices, be included, weighted by the num- 
ber of exchanges that occur in them, the price level has fallen heavily 
since June last. Wholesale prices are only a minor element in the 
price level of “the equation of exchange.” City real estate in Boston, 
New York, St. Louis, and Chicago, and in various smaller places, has 
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fallen heavil three years. Farm lands, despite 
the great in far products, show no rise, or mod- 
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ation” be used, no such coefficient could be found. Professor W. M. 
Persons informs me that, taking a series of years, he finds a substan- 
tial coefficient of correlation between money and prices when prices 
change first; but if a lag is allowed for prices, money changes being 
illowed to come first, he finds either no correlation, or a negative cor- 
relation. 

I agree with Professor Davenport that some form of rationing will 
probably prove necessary as part of the price-fixing policy. I meant 
to indicate that in my main paper. To a large extent, it has already 


been introduced, and it will probably have to go much farther. 
5 


Rejoinder by Irvine Fisuer.—Professor Anderson's criticism does 
not, it seems to me, materially affect the argument I made. 

The high coefficient of correlation, which I said I believed would be 
found, did refer to the method of “‘percentage deviation.” I stated 
this on the basis of a careful inspection of the figures, but not on the 
basis of any actual calculation as yet. 

Statistics of wholesale prices are, I believe, the most significant 
statistics which can be used for the purpose in hand; because (1) 
they are more accurate than any other price statistics; (2) they are 
widely representative, e.g., of a great number of other prices, retail 
prices, producers’ prices, jobbers’ prices, etc., and even wages; (3) 
they are the most sensitive to any influences tending to produce price 
changes and so afford a good measure and test of such influences. 

In any index number ideally calculated for the “equation of ex- 
change,” real estate would be a negligible factor; so would bonds, and 
I doubt if even stocks have anything like the importance attributed to 
them by Professor Anderson. His studies in these directions are in- 
teresting and helpful, but not conclusive. 

I have inspected the course of prices in stocks and see no reason to 
believe that, if included, they would destroy the correlation found, 
even if given far more weight in the average than their comparatively 
slight importance (in my opinion) requires. 

I subscribe to Professor Anderson’s statement that war has a tend- 
ency to increase the valuation of present and decrease that of future 
goods, subjectively. This observation is quite pertinent in reference 
to some problems concerning the dollar as a good “yardstick”; but it 
is not at all pertinent as to the relation between the quantity of money 
and the price level. Here the problem is purely relative. 

I do not think that the facts will bear out Professor Anderson's im- 
pression that “where goods for local consumption have not decreased in 
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NEW PROBLEMS OF GOVERNMENTAL EFFICIENCY 
By A. N. HotcomsBe 
Uniied States Bureau of Efficiency 


I shall attempt to consider only one of the many new problems 
of governmental efficiency—a problem created by the immense in 
crease in governmental expenditures for military and naval pur 
poses. The total appropriations already made by the Govern 
ment of the United States for the fiscal year 1918 are between 
eighteen and nineteen billions of dollars. Contract authorizations 
to be met by future appropriations amount to two and a hal! 
billions more, making a grand total of over twenty-one billions of 
dollars which the government may spend or obligate itself to 
spend during the current fiscal year. This is more than ten times 
as much as ever before. Of this amount seven billions were ap 
propriated for loans to the Allies, but these loans, when made, 
will be expended mostly within the United States. The total vol 
ume of authorized governmental expenditures, American and al- 
lied, to be made in the United States may therefore be reckoned 
at twenty billions. 

Such enormous expenditures bring to the government new re- 
sponsibilities. I am only calling your attention to what you al 
ready know, when I refer to the dislocation of established industry 
that followed the entrance of the United States into the war. The 
ordinary processes of competitive business failed to afford the 
requisite quantities of materials and supplies for the government 
without impairing the normal supply of household necessaries 
for the people of the United States, to say nothing of new obli 
gations towards the allied governments and peoples. The gov 
ernment was forced, in making its vast purchases, not only to 
protect its own interests, but also those of the public, and of 
friendly Europe. The question of fair prices for itself was bound 
up with that of fair prices for all legitimate purchasers. But 
fair prices imply fair profits and wages to the producers. In times 
like the present, therefore, a government purchasing policy should 
pursue the following objects: (1) to secure reasonable prices for 
purchases by the government on its own account; (2) to secure 
reasonable prices for all consumers, that is, to prevent profiteer- 
ing; (3) to secure distribution of commodities according to need 
rather than according to ability to pay; and (4) to secure for 
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wage-earners e of the profits of industry without 
the interrupt y itself, 

Now the } s is the problem I shall consider in 
this paper—H e purchasing agencies of the govern- 
ment be orga hat these objects may be most effec- 
tively pursued f the government with respect to the 
supply of lal var has already been discussed at these 
meetings. I y with the problem of administrative 
organization, of war purchases has created. 

On the o1 idvocates of centralization. They 
urge that pow nsibility should be lodged in one body, 
so that a unif may be adopted and a due coérdination 
of government ittained. They fear that, without 
central cont: y and naval purchases, separate de- 
partments lik \ nd Navy and independent establishments 
like the Shipy gency Fleet Corporation will bid 
against one ano! nly for materials and supplies, but also 
for labor. 1 ' t difficult, if not impossible, for the 
government t the objects which a wise purchasing 
policy should ] O other hand are the advocates of 
decentralizatio: ge that the task is too vast for any 
one body; that lent is now indeed the one central author- 
ity which the ntralization are seeking; that since 
there must be ibor in the expenditure of so many 
billions, the 1 rganization is one built up on func- 
tional lines | z at Washington when the United 
States entered 

The bulk of ms, more or less, which may be 
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through four se] the War Department, the Navy 
Department, t ~ r Board Emergency Fleet Corporation, 
and the Purch n of the Allies. The War Depart- 
ment, which is pend this year, speaking roughly, 
about three ti ; the Navy and the Emergency Fleet 
Corporation co ul ts expenditures mainly through the 
offices of the Qu General, the Chief of Ordnance, the 
Chief of Engin f Signal Officer, and the Surgeon- 
General. The ng of contracts is further subdivided in 
each of these off fice of the Chief of Ordnance, for ex- 
ample, through ney will be spent than through any 
of the others, visions. Five of these, the Small 
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can Base Depot in France, purchase the arms and ammunition 
used by the Army. A sixth, the Nitrate Division, will build and 
operate the government fertilizer factories. Not only the division 
officers at Washington, but also the officers in charge of arsenals 
manufacturing arms and ammunition directly on governmental 
account, may draw their own contracts for materials and sup- 
plies, though they require the approval of the Chief of Ordnance. 
The other offices of the War Department are likewise subdivided 
according to their respective functions, and the responsibility for 
the preparation of contracts correspondingly apportioned. In 
some divisions seven copies of contracts are made. One goes to 
the contractor, one to the inspector on the job, one to the division 
disbursing officer, one to the auditor for the War Department, 
one to the Returns office in the Department of the Interior, one is 
filed in the office of the chief of the division, and one is retained 
by the division law officer who prepared it. The Secretary of 
War receives none. Thus the principle upon which the machinery 
s organized for the purchase of materials and supplies for the 
Army, is that of administrative decentralization. 

This system of administrative decentralization was the result 
of bitter experience during the war with Spain. It was devised 
and put into effect by one of the ablest secretaries of war this 
country has had, Elihu Root, and was approved and maintained 
by a line of able secretaries down to the present, including such 
men as former Secretaries Taft, Stimson, and Garrison. Its ad- 
vantages under normal conditions are obvious, This system has 
not been carried so far by the Navy Department and the Emer- 
gency Fleet Corporation as by the War Department, but neither 
the Navy nor the Fleet Corporation will spend so much money 
this year as either the Quartermaster-General of the Army or the 
Chief of Ordnance. Thus the purchasing organization of the 
military and naval establishment (including the Emergency Fleet 
Corporation), as it stood when the United States entered the war, 
regarded as a whole, afforded an excellent illustration of adminis- 
trative decentralization. 

The agency which many advocates of centralization have be- 
lieved offers the best promise of realizing their hopes is the Coun- 
cil of National Defense. By section 120 of the National Defense 
Act of June 3, 1916, relating to the purchase or procurement of 
military supplies in time of actual or imminent war, the Presi- 
dent was authorized to appoint a Board on Mobilization of In- 
dustries essential for Military Preparedness. The title indicates 
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son, acting either as a voluntary or paid agent of the United 
States, to attempt to influence the awarding of a contract in the 
profits of which he was directly or indirectly interested. There- 
upon the Advisory Commission and its array of committees faded 
away. 

Indeed there had already appeared a tendency to organize 
boards of various kinds directly under the Council of National 
Defense regardless of the Advisory Commission. The most im 
portant of this new order of committees was the War Industries 
Board. This board was created to supply the information and 
ulvice, formerly supplied by the General Munitions Board and a 
number of smaller committees, with respect to purchases of ma 
terials and supplies for the military and naval establishments. 
An Aircraft Production Board and committees on shipping and 
on transportation were carried over from the original organiza 
tion to cover portions of the field not covered by the War In 
dustries Board. The Committee on Shipping, however, seems to 
have been absorbed by the Shipping Board, since Mr. Hurley, 
once chairman of the Committee on Shipping, became chairman 
of the Shipping Board, and the chairman of the committee on 
transportation, who was also chairman of the Advisory Commis 
sion, Mr. David Willard, has since become chairman of the War 
Industries Board itself. The Aircraft Production Board has sinc¢ 
been reorganized by Act of October 1, 1917, into an Aircraft 
Board (Mr. Howard Coffin remaining at its head), and is directed 
to advise the officers of the Army and Navy in charge of the avi- 
ation service. 

Meanwhile the Navy Department, through its Paymaster-Gen 
eral at the head of the Bureau of Supplies and Accounts, had built 


to 


up an energetic purchasing system. The Navy was reluctant 
merge its organization, which had served its needs well enough, 
as it thought, into the War Industries Board, in the interest of 
a theoretical coérdination of purchasing agencies. Though r 

taining a representative on the War Industries Board, the Navy 
has made little use of its services. The Shipping Board has no 
representative on the board and makes no pretense of using its 
services. "The War Industries Board consequently serves almost 
exclusively as an adviser to the War Department, and chiefly to 
the Quartermaster-General and the Chief of Ordnance. But these 
officials would seek advice on matters relating to contracts for 
food, not from the War Industries Board, but from the Food Ad- 
ministration, and on matters relating to coal from the Fuel Ad- 
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Suppose that there is a shortage of electric power in a great 
industrial district, say in the Pittsburgh district, and that some 
of the consumers of electric power in that district must curtail 
their consumption or altogether forego its use. Shall it be the 
steel plants whose expanding demands has perhaps contributed 
most of the shortage? Or shall it be the munitions factories which 
take the steel and convert it into arms and ammunition? Or shall 
it be the local public utilities, the street railway and the lighting 
service? And who shall decide these questions? 

The steel plants may be making heavy guns for the Army or 
armor for the Navy or structural shapes for the Shipping Board, 
or all of these products for the Allies. Should the War Depart 
ment or the Navy Department or the Shipping Board, to say 
nothing of the Allies, have power to intervene and protect the 
supply of electric power to the steel plants? And what if both 
the Army and the Navy prefer to divert the supply of electric 
power to the munitions plants in order not to curtail the produc- 
tion of small arms or ammunition, whilst only the Shipping Board 
on account of its interest in structural shapes rallies to the sup- 
port of the steel plants? The conflict of interest and the division 
of authority go farther than this. In the War Department, for 
example, there is the Quartermaster-General whose only interest 
in the matter may be the output of motor trucks. There is the 
Surgeon-General whose only interest may be the output of surgi 
cal instruments. There is the Chief Signal Officer whose only 
interest may be aeroplanes. There are the chiefs of Ordnance 
and Engineers with their respective interests in arms, ammuni 
tion, and building materials. Each of these is responsible only 
for the work under his charge, and under no obligation to con 
sider the needs of the others. No one of them can justly decide 
such a controversy as that arising from a shortage of electric 
power in the Pittsburgh district. To be sure, one of them, acting 
under authority of the National Defense Act of June 3, 1916, or 
of the War Appropriations Act of June 15, 1917, might perhaps 
requisition an electric power plant and thus take what power was 
needed by the steel plant or munitions factory in which he was in- 
terested. But if one could do this, all could do it. There would 
be no solution of the problem. Nor can the problem be solved 
merely by the centralization of war purchasing. The fundamen- 
tal problem is that of priority in production, and can be dealt with 
only by a properly constituted priority board with adequate juris- 
diction, whether the letting of contracts is centralized or not. 
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tion of existing organizations. The War Industries Board, like 
the War and Navy Departments, is organized on functional lines. 
Its vision is limited by the functions it represents. What is 
needed is a Grand Priority Board, to use Mr. William Hard’s 
phrase, which shall be organized not on the ordinary functional 
lines, but to represent the various aspects of a national war policy. 
Just as the organization of the General Staff of the Army cuts 
across the lines of bureau organization, so the organization of a 
Grand Priority Board or Civil General Staff should cut across the 
lines upon which the War and Navy Departments, and independ- 
ent establishments like the Shipping Board, are organized. 

The foundations of such a Civil General Staff have already been 
laid. The first organization chart of the Council of National De 
fense showed no priority committee. There was, however, an In 
terdepartmental Advisory Committee out of which eventually de 
veloped the present Clearance Committee. This committee is 
nominally composed of representatives from each of the dozen or 
nore purchasing offices in the War and Navy Departments plus 
the Emergency Fleet Corporation and Food Administration and 
Allies’ Purchasing Commission. Of these, however, only the army 
members seem to be regular in their attendance. It is now closely 
connected with the War Industries Board, and is destined appar 
ently to promote so far as possible the most efficient distribution 
of orders for materials and supplies, that is, such a distribution 
as will give rise to the least possible number of questions of pri 
ority when manufacturers find themselves unable to fill the orders 
of different purchasing agencies with sufficient promptness. When 
such questions arise they are referred to the Priority Committee 
of the War Industries Board. This committee has power to issu 
priority certificates to manufacturers in cases submitted to it for 
adjudication. In general, only the War Department submits 
cases. The Navy and the Shipping Board do not look upon it 
with favor. There is no attempt to lay down a general policy 
for all manufacturers. In short the Priority Committee of the 
War Industries Board is not much more than an adjunct to cer 
tain bureaus of the War Department. 

More progress has been made in the development of machinery 
for determining priority in transportation. By the Act of May 
29, 1917, the Interstate Commerce Commission was authorized to 
establish rules with respect to car service, in order to deal mor 
effectively with the car shortage. This measure proved ineffec 
tive, and a further step was taken by the Act of August 10, pro 
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ECONOMIC ALLIANCES, COMMERCIAL TREATIES, AND 
TARIFF ADJUSTMENTS 


By Epwarp P. Cosrican 


United States Tariff Commission 


In the field of foreign commerce, at the end of the war, the im- 
portant changes on which the world may count are more likely to 
be represented by spirit than form. We are, happily, sure of 
newly expressed, zealously affirmed principles of international fel- 
lowship, equality of opportunity, and just relations. Less prob- 
able is an original attitude toward the familiar use of tariffs and 
commercial treaties with the intention of determining world trade. 
Presumably, even from the unprecedented catastrophe and con- 
vulsion of our time, notwithstanding the growing promise of an 
effective league of peace, national sovereignities and age-old 
markets will emerge; and, in the period of reconstruction, nations 
or groups of nations will promptly seek, by practiced methods, 
both self-sustaining industrialism and the reciprocal benefits of 
commercial intercourse. Confirming the hopes of thinking men, in 
the interest of durable peace, there may perhaps result from a 
victory of the allied democrats, a desirable fundamental movement 
toward the unity of English-speaking, and, indeed, other civilized 
peoples ; a far more general and profound conception of the bene- 
fits of commerce, when conducted with a minimum of restrictions ; 
certain broad, novel, and hopeful experiments in international con- 
trol; some common understanding, whereby essential raw materials 
may become accessible, on fair terms of apportionment, to the 
people of all countries; and, perhaps, a codrdinated policy of con- 
servation and use of natural resources throughout the world, to 
the end that the war-debt burdens, already oppressing mankind, 
may be lightened, and, within a reasonable future, removed. None 
the less, barter will abide. Despite artificial barriers, the tides of 
trade and competition will ebb and flow, and nations, running 
measurably true to form and precedent, will, doubtless, again and 
again essay to control the course, and even challenge the sound- 
ness, of orthodox “economic laws.” 


Proposed Economic Alliances 


Illustrations of these tendencies are both recent and numerous. 
No one here is without knowledge of the literature, conferences, 
and thought, devoted in the Central Empires, since August, 1914, 
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ill-considered judgment, pronounced, under stress of great provo- 
cation, in the heat of resentment and suffering. 


Scandinavian Conference 

Nevertheless, and even though the main future purpose of the 
Paris Economic agreement is destined to repudiation, modifica- 
tions of the plan are likely to endure; and there are signs that 
we shall see numerous economic ventures tending in the direction, 
if not actually taking the form, of economic alliances. The ex- 
citement occasioned by the conferences of the Central and Entente 
Powers has not wholly abated, and all sorts of movements are un 
der way, looking to further industrial and economic preparedness 
and independence. Norway, Sweden, and Denmark, caught be 
tween the upper and nether millstones of such threatened economic 
unions, sent representatives, in 1916, to a Scandinavian Confer 
ence, the objects of which were the maintenance of neutrality, and 
the safeguarding of common interests and independence in the eco- 
nomic struggle to follow the war. In Italy, plans are being ac- 
tively formulated in some quarters in support of national indus- 
trialism for a high range of tariff duties, concessions from which 
are contemplated in return for like conscessions from other na 
tions, to be secured through duly negotiated commercial treaties. 


British Imperial Preferences 

Even in Great Britain, the swing of the pendulum is discernible 
in the increasing emphasis on the policy of imperial preferences, 
embracing India and the self-governing dominions. Partly as an 
indication of this attitude, resulting from the war, and partly as 
an outgrowth of the prior agitation for imperial preferences, the 
Council of the London Chamber of Commerce, some two weeks 
prior to the Paris Conference, tentatively recommended a graded 
system of preferential tariff rates, for Great Britain, on wholly 
manufactured and semi-manufactured goods, and on manufactured 
foodstuffs, among other materials, to be taxed, highest for enemy 
countries, less for neutrals, still less for the Allies, and, by virtue 
of provisions looking to imperial preferences, least of all for the 
British Empire countries. In February 1917, a committee 
of the House of Commons approved a resolution calling for 
preferences in the markets of Great Britain for imperial pro- 
ducts. Resolutions of like purport were thereafter adopted by the 
Imperial Conference meeting at London. Of similar significance, 
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Modern Commercial Bargaining Tendencies 

In a word, in the era when tariff systems have been vitally disar 
ranged, and commercial treaties have well-nigh disappeared, in 
the wreck of international relations, projects are rapidly matur 
ing in the various involved nations looking far less toward liber- 
ated after-the-war commerce than to the primary economic self 
reliance of individual nations, largely to be achieved through th 
importance of certain “key” resources and materials, and their use 
both defensively and offensively. For, of course, no one will any 
longer consider economic defense as differing from military de- 
fense in possibilities of aggressive development. It is a satisfac 
tion to know that some moderating factors present themselves. 
One is the common group of problems and the underlying inter- 
dependence of those who find themselves allied in tragic destiny. 
Another is the foreseen certainty that war-incurred obligations 
must be chiefly met and canceled in the peace period through com 
modity rather than specific payments. Perhaps most influential 
of all is the deepening conviction of mankind that commerce built 
upon force is a standing invitation to recurring war. None the 
less, it appears quite improbable that anything approaching trial 
of the commercial Utopia of the classic economists may be ex 
pected in the near after-the-war period. On the contrary, pres- 
ent signs indicate that the necessary task, of building, in a measure 
anew, the world structure of commercial treaties and tariff ar- 
rangements, will be approached by the great industrial nations, 
notwithstanding international friendliness, primarily in the light 
of bargaining advantages to the separate states. The best pres- 
ent promise of escape is by the avenue of such international con- 
trol of essential supplies as joint wisdom may undertake to create. 
In any event, under the violent impulse of war, attention is being 
focused on the paramount importance of specific economic prizes 
varied by the discoveries of science and the changing needs of civi- 
lization—for the retention or procurement of which future com- 
mercial treaties will be largely shaped, and future tariffs some- 
what adjusted. 


Movements Toward Tariff Revision in France, Italy, and Japan 

The era beginning with the return of peace will therefore de- 
mand something akin to professional skill in the consideration of 
the elements at stake, the forceful presentation of those factors in 
official conferences, and the drafting, with discrimination and par- 


ticul rity, Ol Che pe riod will see the con ] 
ummation of arrangements. Franc: | 
ias legislati y in the form of a tariff com | 
mission, inves nternational phase s of 

comme} | treat general expectation that { 
the French pi ut to undergo substantia 

chang In | ng commercial arrang: 
ments ar¢ g borate plans are on foot ( 
for the establ to be based on agreements 1 
with other nat f concessional and retali 

tory tariffs is ! utually beneficial ar 

rangements, a fortified by governmenta 

studies of sep ; now in progress under thx 

direction of a 1] rned with the reform of 

Italy’s tariff s ities. Similarly, Japan, 

in April of thi rdinary Investigation De 

partment, rned with tariff, comme: 

( il, ind madaust tives ol he various coul 

tries mention riff investigations within 

the borders of , but are, even now, visil 

ing other parts ssible, and conferring wit 

repres itive nts, in the different na 

tional ¢ ipitals, ng thers, of making a Col 

plete survey s on the significant fea 

tures of econo! paredness. These are but a 

few of the sigt | equipped to grapple her 

after, with k 1 fresh viewpoint, with 

tariff and con I uppears that in diffe: 


ent directions f all available tariff and 


lat t is being pros cuted into th: 


Commercial a 


best meal yf he ng and commercial ex 


‘pansion. I ! y part of wisdom, searching 
examination ol ind of the respective out 


looks of leadi , financial, and general eco- 


nomic probl ms the situation in its tariff 


aspects, and, in the existing equipment of 
the United Stat ting the tariff and comme: 
cial plans of ot new economic adventures, 
may, therefore, diate interest. 

It is unnecess ) review, in detail, the di 


iff sy treaties in use in August, ‘ 


= : 
verse tal 
— 


Economic Alliances, and Tariff Adjustments 287 


1914, by the leading countries of Europe and this continent. At 
prior meetings of the American Economic Association, there have 
been occasional excursions into that field, and distinguished and 
ible members of this body have played no inconsiderable part in 
the analysis and criticism of deficiencies in private and govern 
mental machinery, and the lack of commercial and legal equipment 
for meeting the world’s imperative summoning to the related tasks 
of statemanship. Passing reference to prior and existing condi 
tions may, however, even here, be not wholly unprofitable. 


Tariff Systems of the United States, Canada, Great Britain, 
France, and Germany 

Historically, the search for revenue and protection to young 
industries marked the beginning of this country’s autonomous 
tariff experience. The single tariff set of rates, applicable alike 
to all imported commodities of whatever origin, fixed by congres 
sional action and subject only to congressional change, long con 
tinued as the prevailing system of the United States. From time 
to time there developed, however, certain modifications through 
commercial agreements and authorized presidential action. A 
striking instance of the former was our reciprocity agreement with 
Canada of 1854. To the use of presidential authority I shall 
make brief reference later. Generally speaking, it may however 
be said that we have had and have but one set of customs duties. 
Our northern neighbor, Canada, in contradistinction, for a con- 
siderable period has used a so-called “multiple” system, with thre 
outstanding sets of rates, in addition to surtaxes used for pen- 
alizing purposes—the lowest a varying scale of specified duties 
amounting to preferences for the encouragement of British im- 
perial trade; another intermediate group of rates, the benefits of 
which were, in 1910, extended to France, and through the opera 
tion of the most-favored-nation clause in Great Britain’s commer 
cial treaties, to numerous other countries; and a third, higher and 
general set of rates, applying to the rest of the world’s commo- 
dities, largely including those of the United States, seeking entry 
to Canadian markets. In Europe, on the other hand, within re- 
cent times, several tariff systems have been notable. One is most 
naturally identified with Great Britain, where, through adherence 
to the results of Cobden’s corn-law agitation, the outbreak of the 
war found a single and very limited set of customs duties applied, 
regardless of the country of origin, representing, unlike the United 
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Germany’s growing protectionist policy was excluding France, in 
common with other countries, from Germany’s markets. In the 
United States, from the beginning, a different interpretation was 
placed on the most-favored-nation clause, and thereby a different 
policy was adopted. As is well known, we have preserved the use 
of such forms of that clause as have enabled our government to 
maintain, and the Supreme Court of the United States to sanc- 
tion, the view that the benefits of our most-favored-nation treat- 
ment pass only to those countries making concessions to us which 
we regard as equivalent to the concessions of the particular coun- 
try entering into the treaty. We have in addition extended with- 
out price any concessions gratuitously granted by us elsewhere. 
Generally speaking, however, with us mutual disposition to ex- 
change benefits does not suffice. The widening of the American 
promise becomes effective only on the receipt of like consideration. 
This construction favors specialized agreements. It enables a 
country with extensive economic resources to practice careful, 
perhaps too careful, bargaining, the more so if such country has 
efficient and mobile bargaining powers. On the other hand, the 
European interpretation of the clause has in the main aided the 
development of the different tariff systems abroad—more especially 
the general and conventional system—during the last half cen- 
tury. It has simplified a complex situation, by reason of its di- 
rect tendency to prevent the substantial nullification of commer- 
cial agreements through more important subsequent concessions 
to some third country or countries. Though Great Britain has 
generally secured most-favored treatment, from a bargaining 
standpoint, by virtue of her policy of opening her ports equally to 
the products of all countries, she has been least advantageously 
placed to gain concessions. Moreover, the self-governing domin- 
ions of Great Britain, in recent years, in the development of their 
own fiscal and tariff policies, have been more and more insistent— 
under conditions, within the Empire, of proven loyalty, which 
Great Britain might not easily ignore—on their emancipation 
from the most-favored-nation obligations in the commercial agree- 
ments of Great Britain. As between the double tariff systems of 
France and Germany, that of France, for obvious reasons, has 
served less efficiently as a bargaining medium. It has been less 
elastic. Both its maximum and minimum rates have been fixed 
by the legislative branch of the government, whereas the German 
conventional rates have not required legislative sanction. Because 
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this to be reasonable, we should frankly face the prospect of fu- 
ture and similar use of their respective tariff systems by leading 
foreign countries, and should plan, within proper limits, to safe- 
guard our foreign commerce against unfair and artificial exclu 
sion of our products, and arbitrary and avoidable discrimination. 
To achieve this is to do more than borrow a leaf from the book of 
xuropean experience. It is a step toward economic prepared 
ness; an illustration of our capacity for meeting and solving, with 
national equipment and efficiency, after-the-war emergencies. 


Reciprocity Experiments of the United States 

Some review of our past shifting experiments along these lines, 
may, at once, remind us of forgotten but instructive history, and 
tend to clarify our conclusions. The pertinent provisions of, and 
our experiences under, the respective tariff acts of 1890, 1894, 
1897, and 1913 are susceptible of concise summary. The reci 
procity policy inaugurated by the Act of 1890 gave legal author 
ity to the President of the United States to impose enumerated 
duties on a few specified articles embraced in the free list—chiefly, 
raw and uncured hides, tea, coffee, sugar, and molasses—when- 
ever the President was satisfied that the customs duties of foreign 
countries were “reciprocally unjust or unreasonable.” A_ brief 
trial of the law resulted in a substantial lowering in certain coun- 
tries, such as Cuba and Brazil, of import duties in favor of the 
United States. With the ensuing change of administration, in 
1894 this policy was reversed, by repeal. In 1897 Congress re 
newed the presidential authority of the Act of 1890, omitting 
sugar and hides from, and adding tonka and vanilla beans to, the 
specified articles, and further provided for two groups of com- 
mercial arrangements: first, agreements, restricted to the offer by 
the United States of concessions on a very limited set of articles 
crude tartar, paintings, statuary, wines and certain other liquors 
—to be negotiated and proclaimed by the President without the 
sanction of Congress or the Senate; and second, general commer- 
cial treaties which were to provide for reciprocal reductions in du 
ties on any articles, subject to congressional ratification, and 
senatorial approval. As events developed, only the former of 
those methods proved of worth in the negotiation of agreements. 
That way was provided by the third section of the Act of 1897. 
The authorization of the presidential proclamation of certain re- 
ciprocal arrangements, without requirement of subsequent con- 
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tem of custom duties was shifted. The fact is, that the maximum 
and minimum program, in the form adopted, had proven unwieldy, 
since the necessity of maintaining duties of 25 per cent ad 
valorem on the products of any country dealing unfairly with us 
would, in practice, not only have operated with severity against 
the commerce of the offending nation, but, incidentally, would have 
reacted, with two-edged force, against our own interests, by ex- 
cluding articles of commercial value to us. The conviction that 
the double tariff form of customs duties, contained in the Act of 
1909, was impractical and ill-advised, led to its repeal in 1913. 
Unfortunately, however, the latter act offered no substitute, ex 
cept general authorization, subject to submission “to the Congress 
of the United States for ratification or rejection,” given to the 
President “‘to negotiate trade agreements with foreign nations, 
wherein mutual concessions are made looking toward freer rela 
tions and further reciprocal expansion of trade and commerce.” 
This authority, of course, already existed. Its declaration was 
an “about face” return to the very phase of the Act of 1897, 
which proved abortive in practice. Nothing has so far been ac- 
complished under this broad section, and, in the light both of our 


own experience as reviewed and of the elaborate plans of commer- 
cial penetration maturing abroad, it is fairly predictable that, 
without independent and far more favorable factors, the improve- 
ment of our foreign treaty and commercial situation will not there- 
by be achieved. 


Lack of Stability in Foreign Tariff Policy 


Obvious and striking in this recital are the ineffective inconsis 
tencies, and lack of stability, in foreign policy, which we as a na 
tion have been opposing to the patient and well-nigh age-to-age 
persistence characterizing the international trade and tariff poli- 
cies of leading foreign countries. We have recalled that the plan 
of negotiation, based on threatened higher duties unless reciprocal 
rates were conceded, adopted in 1890, was repealed in 1894. It 
was somewhat renewed in 1897, but the emphasis was placed else- 
where, and, in lieu of the original program, results were obtained 
through the offer of lower rates in return for like concessions. In 
1909 the method adopted was both concessional and retaliatory. 
In 1913 we returned to the policy of negotiation, subject to sub- 
sequent congressional approval, tried and found wanting in the 
period extending from 1897 to 1901. 
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tries of the globe. It will, also, involve consideration of this 
country’s use and control of those materials which determine our 
economic strength. 

The exact scope to be given the exercise of such executive au 
thority naturally permits of divided opinion. In the light of our 
experience, different questions invite consideration. For instance, 
is it wise to fix a relatively high range of duties, with the expec 
tation that substantial reductions will be promptly proclaimed by 
the President in favor of those countries which evidence amicabl 
fairness in their attitude toward our commerce, while we leave th 
products of other countries subject to the levied duties? Or, 
should we impose penalties, in the nature of surtaxes, on some or 
all of the commodities of those foreign countries which subject us 
to disadvantageous discrimination? The former may be termed 
the way of concession; the latter of retaliation. The former pro 
cedure is, perhaps, subject to criticism in preparing legislation 
with an eye single to revenue; the latter, for its possible implica 
tion of an unfriendly international attitude. While the conces 
sional relation is always, if adequate, to be preferred to the re 
taliatory, with either method the punitive possibility is openly 
or latently present. It may, therefore, be advisable to combine 
both methods, adding a frank legislative declaration that the defi 
nite object sought is commercial treatment on a parity with that 
accorded other countries. However, the two indicated modes in 
volve differences of detail, provided there is substantial agree 
ment on the wisdom of the decision to vest the executive branch 
of the government with authority quickly to seek the abatement of 
discrimination. Certainly the defect in the Act of 1909 should 
not be revived; the President should be permitted to distinguish 
between those among the offending country’s commodities which 
are advantageous or necessary to us, and those which may be 
barred, without harm to ourselves and with the most influential 
resulting economic pressure elsewhere. Here, again, invaluable 
service may be rendered by trained and unbiased minds, through 
the judicious accumulation of data, calculated, even-handedly and 
without exaggeration, to attain the desired ends. 


Future Federation 


It is perhaps, inevitable that this discussion of certain phases 
of our future commercial problems, precipitated by movements, 
the world over, toward economic alliances, national self-sufficiency, 
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MINUTES OF BUSINESS MEETINGS 
DECEMBER 28 AND 29, 1917 


In accordance with prior announcement a business meeting of the 
Association was held in the Gold Room, Hotel Adelphia, Philadelphia, 
on Friday, December 28, at 8:45 a.m., with President Commons in the 
chair. 

The annual reports of the Secretary, the Treasurer, the Auditing 
Committee, and the Managing Editor of the American Economic Re- 
view were read, and each was, by vote, approved. 

The report of the Committee on Instruction in Economics in Sec- 
ondary Schools was presented by the Secretary. It was voted that 
the report be received and printed and that the committee be dis- 
charged. 

The Committee on Coérdination in Taxation presented, through its 
chairman, Mr. R. R. Bowker, a preliminary report. It was voted 
that the report be received and printed and that the committee be 
continued. 

The chairman of the Committee on Federal Work in Statistics, Pro- 
fessor W. F. Willcox, presented an informal report, relating primarily 
to the committee's discussions of the desirability of a central statisti- 
cal commission, and asked that the committee be discharged. By vote, 
the report was received and the committee was discharged. 

The Secretary presented a resolution submitted by Mr. W. P. Goe- 
mann, embodying a proposed recommendation that the statute creating 
the Federal Trade Commission should be so amended as to make it 
mandatory that at least one member of that Commission be a trained 
economist. By vote, the resolution was laid upon the table. 

The following matters were referred to the Executive Committee 
with power: 

1. A communication from the United States Commissioner of Edu- 
cation, inviting the Association to appoint two members of a joint 
committee on the recasting of the courses in social sciences offered in 
colleges of arts and sciences. 

2. A communication from the Board of Education of the Northern 
Baptist Convention, asking for the appointment of an advisory com- 
mittee upon the problems of college training for the duties of citi- 
zenship. 

8. A communication from Professor Evarts B. Greene, Secretary of 
the Council of the American Historical Association, suggesting the 
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Resolved, That the Executive Committee be authorized to appoint a com- 
mittee to investigate the purchasing power of money in relation to the war, 
and to publish the report or reports of the committee in advance of the next 
meeting of the Association 

Upon motion of Professor R. T. Ely this resolution was laid upon 
the table, but later, upon motion of Professor Irving Fisher, this action 
was reconsidered and the resolution was then adopted. 


Professor H. W. Farnam, for the Committee on Nominations, re- 


ported the following nominations for election to offices for the year 


1918: 

President, Irving Fisher; Vice-Presidents, Frank A. Vanderlip, 
Edith Abbott, E. L. Bogart; members of the Executive Committee, 
Wm. Z. Ripley, H. B. Gardner; members of the Editorial Board, 
George E. Barnett, Lewis H. Haney; Secretary and Treasurer, Allyn 
A. Young. 

It was unanimously voted to instruct the Secretary to cast the vote 
of the members present for the persons thus nominated. The vote 
was so cast and the officers named were elected. 

A meeting of the Executive Committee was held in Roberts Hall, 
Haverford College, at 1:00 p.m., Saturday, November 29. The fol 
lowing members were chosen for the committees authorized by vote 
of the Association: 

Committee on the Economic Problems of the War: E. R. A. Selig- 
man (chairman), W. F. Willcox, J. H. Hollander. 

Committee on the Purchasing Power of Money: Irving Fisher 
(chairman), W. C. Mitchell, B. M. Anderson, Jr., A. C. Miller, E. W. 
Kemmerer, Royal Meeker, W. M. Persons. 
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Members and subscribers in December, 1916.. 


Annual members in December, 1916.......... 203] 
Members resigned in 1917........ 7 ee 135 
Members removed for lack of address.... 9 
Members dropped for non-payment of dues 59 
Members dropped because of war conditions s 
Annual members died ... 15 
Annual members changed to life members { 
0 
1801 
Ne member vdded ir 1917 274 
Subscribers changed to annual member 3 
27 
Total annual members in 1917 2078 
Life members in December, 1916 83 
Life members died in 1917 3 
Annual members changed to life members in 1917 { 
Subscriber changed to life member 1 
5 
Total life members in December, 1917 85 
H morary members 
Total members in Deceml 1917 2169 
Subscribers in December, 1916 9 
Subscriptions discontinued in 1917 ) 
Subscribers changed to annual me 3 
Subscriber changed to life memb | 
New subscriptions in 1917 I 
fotal subscriptions in December, 1917 133 
lotal members and subscribers in December, 1917 
Net gain in annual member 47 
Net gain in life members 2 
Net gain in subscribers 64 
Total net gain 
it is with regret that tl ect i 1as to make record of the de 


301 


2489 
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of eighteen of our members, one of whom was serving as vice-presi 


dent of the Association for the year 1917. 


Baily, Joshua bas Hyde, J. W. 

Blanchard, Marshall I. Merritt, Thomas P 

Bronson, Samuel | Neeb, Charles W. 

Brooks, Joseph J. Palen, Rufus J. 

Davis, Horace (Life Member) Timlin, W. H. 

Eastman, Samuel C., Wallace, George M 

Grey, Albert Henry Georg White, Horace (Life Member 


Earl) (Life Member Wicker, George R. 
Hopewell, John Woodward, S. W. 
Huntington, Francis C. 

Respectfully Submitted 


Attyn A. YounG 


Secretary 
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REPORT OF THE AUDITING COMMITTEE 


Ithaca, N. Y., December 22, 1917. 
To the American Economic Association: 

An audit in detail of the accounts of the Secretary-Treasurer of the 
Association, for the fiscal year ended December 18, 1917, has been 
made by assistants under the direction of your committee. The ac- 
companying statement of income and outgo, balance sheet, and exhibit 
of charges and credits to surplus, are in our opinion correct, and we 
certify that the ledger accounts are in full agreement with the balance 
sheet here presented. 

Very respectfully, 
Donato ENGLIsH, 
Ropert A. CAMPBELL, 
Assott Payson Usner, 
Auditing Committee. 


BALANCE SHEET 


{ssets Liabilities 
Cash in Bank $401.44 Membership Dues Prepaid. $200.00 
Cash in Savings Accounts.. 6,126.28 Accounts Payable ..... 1,157.32 
Investments Life Memberships......... 1,000.00 
Liberty Loan, 4’s.. $1,000 Reserves: 
United Fruit Com- Defaulted Membership 
pany 41/,’s of 1923 2,000 Dues Receivable... $500 
— 3,000.00 Bad Accounts Re- 
Membership Dues Receivable 1,388.25 ceivable .. 25 
Accounts Receivable ....... 109.86 525.00 
Furniture and Fixtures in Surplus , . 8,393.51 
Secretary-Treasurer’s Office 250.00 
$11,275.83 $11,275.83 


Surptus Account 


Balance, December 20, 1916............... 
$8,118.30 
Defaulted Membership Dues!............ ... $625.20 
- $125.20 
Uncollectible Accounts Receivable!....... 
Less Reserve ... .  §0.00 
$2.80 
92.90 
$8,025.40 


1 Amounts of 1916 and prior. 
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$7,.969.3 


99,504.41 
114.5( 
18.9] 
14.18 
42.72 
7,076.19 
$893.11 
Re 


REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 1917 
The publication of the Amertcan Economic Review has been obliged 
to meet continued rising costs during the past year. In my report of 
last year it was stated that, if higher prices prevailed, the cost of the 
journal would probably be increased by $500. This anticipation has 
proved to be approximately correct, the total cost for the year being 
$8006.68 as compared with $7694.06 in 1916. By principal items the 

cost has been as follows: 


Printing ..... . $3762.37 
Salary of editor......... ...+« 1500.00 
Payments to contributors .............. 1267.00 
Clerical assistance ... 


$8006.68 

Further analysis shows that the expenditure for printing is $505.10 
greater than in 1916, due for the most part to increased cost of paper. 
Some slight reductions have been made in items for payments to con- 
tributors, clerical assistance, and supplies. A saving was also made 
by printing only 984 pages, the smallest number since 1911. On the 
other hand, the average edition published was 3050 copies as compared 
with 2900 in 1916. 

The following have served as editors: Professor Clive Day and 
Professor H. J. Davenport, whose terms expire this year; Professor 
T. W. Page and Dr. J. L. Coulter, whose terms expire in 1918; and 
Professor F. A. Fetter and Professor H. E. Mills, whose terms ex- 
pire in 1919. 

In the abstracting of periodicals Professor Adriance has found it 
necessary to resign, owing to government work, and Professor A. N. 
Young now has charge of the department of Theory. In the field of 
Commerce, Professor Copeland, who also has engaged in national ser- 
vice, has been succeeded by Professor Tosdal of Boston University; 
Professor Watson has been succeeded in the department of Charities 
by Dr. George B. Mangold of the Missouri School of Social Economy ; 
and Professor Bailey, in Population, by Professor A. B. Wolfe. The 
editors wish to express their sincere appreciation of the faithful co- 
operation of the members whose resignations have been noted. 

During the past year 127 persons have coéperated in writing for the 
Review, including leading articles, reviews, document notes, and peri- 
odical abstracts. 
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Davis R. Dewey, 


Wanaging Editor. 
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7404.55 


7551.84 
7003.64 
7694.06 
ROH. GS 


Panter 8. Peres 
1.9) 9.1 10 
14.§ 1.5 
al 
11.1 12.9 
EXPENDI 
1911 $413.51 | $136.15 
1912 
1913 8328.01 
1914 3023.62 1236.29 
1915 2834.91 1171.87 
1917 1267.00 | 1151.80, 326.01 


REPORT ( INOMICS IN SECONDARY 


Io coll f in our secondary 
schools the 3; sent to the president of each 
college and u ( 3 with the request that it be 
handed to t large of the work in begin 
ning Econon ved from approximately 200 
college and 
lo Te 

he undersig the American Economie Associa 
tion as a t f Economics as a study in se 
ondary school n. Kindly fill out and return 
this sheet Vi i not cause you more trouble 
than to call 

Sig ersity of N. Dakota, 
Dal 
Ne ska 

1. How 1 re taking beginning Economics? 

2. How n 1 the following subjects in a 
‘ ‘ 

In 

3. Do you 1 y of the work of those who 
have, and th lied EKconomics? 

4, Give any i is to whether any one of these three 
subjects is e prominence in high schools. 

. (a) Do} mics in the high school? 

(b) Give ue as compared with Industrial 
History 1S 

(c) What y, description, history, problems) 
and what m ler most suitable for high schools? 

The ans\ howed that there were 22,680 
students tak s in these institutions. Of 
this total nu: ‘4 (7.8 per cent) had previously 
studied Ec 367 (1.6 per cent) had 
studied Indus 68 per cent) had studied Sociol- 
ogy. In oth ber taking beginning Economics 


in our colleg | in every 13 had had previous 
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wrk in the subject, 1 in 62 had had work in Industrial History, and 

in 147 had had work in Sociology. 

There was apparently quite a difference of opinion regarding the 
juality of the work of those who had, and those who had not, pre 
viously studied Economics. Forty-five stated that they did notice a 
lifference in the quality of the work of those who had previously stud 

| ] 

d the subject, 67 stated that they did not notice any difference, and 


8 expressed themselves as not having sufficient evidence to form an 
inion. ‘The advantages of having previously studied the sub- 


ject were given as: “It made the students more familiar with the 


ools at least’’; ““They displayed greater interest in the subject”; and 

They were better able to grasp new concepts.” Of those who no- 
ticed no difference in the quality of the work or felt that previous 
study of the subject was positively harmful, several suggested that 
he earlier work was too superficial, that often prejudices were created 
which it was difficult to overcome, or that the students seemed 
‘weighted with laws and definitions which they had memorized and 
tried to substitute for independent thinking.” 

The answers to Question 4 showed that the opinion was practically 
inanimous that Economics was increasing in prominence in high 
schools. Forty-eight expressed the opinion that all three subjects 
were increasing in prominence; in addition to these, 64 thought that 
Economics, 21 that Industrial History, and 6 that Sociology, was in- 
creasing. Only one expressed the opinion that all were decreasing in 
importance, 3 thought that they were not increasing, and 3 thought 
that Economics was not increasing. These latter 3 were from Wiscon- 
sin. In this state Economics got quite a start in the high schools 
bout twenty years ago, but figures were given showing that a smaller 
proportion of the high schools were offering courses in Economics now 
than a few years ago. 

To the question, “Do you favor the teaching of Economics in the 
high school?” 115 replied that they did, 64 that they did not, and 78 
that they did conditionally. Of the latter the greater number stated 
that they favored the teaching of Economics in the high school for 
those who did not go farther than the high school. Others stated that 
they favored it provided teachers adequately prepared to teach the 
ubject could be found. 

In asking for the opinion of teachers of Economics relative to the 
value of that subject as a high school study as compared with Indus- 
trial History and Sociology, the committee appreciated that some 


might feel that it would be difficult to secure answers quite independ- 


vat the opinions 
1use cconomist 
ld have a know 
for a high-scho 
had more 
gy. In the repli 
[Industrial History 
ed a preteren 


ciology and Indus 
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of them also gave the number of high schools in which Economics was 
taught. In order to show the significance of these figures for pupils 
and schools, the total numbers of pupils and schools in each state are 
given for comparison. The asterisk * indicates that the figures wer« 
taken from the report of the United States Commissioner of Educa 


tion for 1914. 


Numser or High Scuoots Severat Staves, Numper or Arrenpine, 


anD NumpBer Taktnc Economics 1x Sucn 1x One 


Pupils All Pupils Schools All 

States Taking In High Offering High 

Economics Schools Economics School 
California 1579 5AT3S 6s *234 
Connecticut 139 “17754 
Idaho 88 7155 
Indiana 49999 592 
lowa LO480 "45877 * 588 
Louisiana 5 *S158 l "111 
Minnesota 1152 39520 57 22] 
Missouri 736 51665 19 98 
Nebraska 359 25716 19 "S77 
North Carolina 22 16783 3 570 
North Dakota 227 8035 4 128 
Ohio 2410 *77328 225? "SLi 
Washington 1837 *26036 
West Virginia 745 *7804 10? *96 


The following additional information with reference to Economics 


as given in the replies: 


Alabama: Given in a majority of high schools. 

Idaho: <A bulletin issued in 1915 recommends Economics or Sociology 

Iowa: Economics required in normal training high schools 

Kansas: Given in about twenty high schools out of 423.” 

Kentucky: An optional study; given in a dozen of the larger schools 

Louisiana: More schools expected to offer Economics this year. 

Minnesota: Number of students increased 50 per cent in last five ye 

Missouri: The third year Economics has been taught 

Montana: Elective in nearly all that have a four years’ course 

Nevada: An optional study, taught in several schools. 

New Jersey: In a few schools. Department of Public Instruction has issued 
a syllabus on Economics with suggestions for teaching. 

New York: 1336 examination papers in Economics written in approved sec 
ondary schools. The “tendency is to combine the study of economic questions 
with the study of History.” 

North Dakota: “In practically all first-class high schools.” The proportion 
of pupils taking Economics is increasing. 

Oregon: “Not more than six schools offering these subjects.” 

Pennsylvania: 299 pupils in eight schools; about 30 schools in all offer 
Economics out of the total 886. 

South Dakota: Three schools in 1914-15. 
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REPORT OF THE COMMITTEE ON COORDINATION 
IN TAXATION 


Your Committee on Codrdination in Taxation presents a prelimi- 
nary and tentative report only, because of the facts that war pressure, 
n this as in other fields, prevents other than academic consideration, 
and that the committee has been able to act only through correspond 
ence. But the further facts that our taxation is in a state of flux, that 
the needs of the national government have taken it into fields usually 
reserved for state taxation, and that both taxation and codérdination 
demand and receive continuing and increasing attention, make it seem 
desirable to present a basis for further discussion. 

The committee was appointed by the executive board late in 1916, 
as the result of a motion of R. R. Bowker, referred to it from the 
Washington conference, and consisted of Professor T. S. Adams of 
Yale University, as chairman, Professor H. L. Lutz of the Depart- 
ment of Economics of Oberlin College, Professor H. C. Adams of the 
Department of Finance of the University of Michigan, Honorable 
Ogden L. Mills, lawyer and state senator, chairman of the New York 
Legislative Committee on Taxation, and R. R. Bowker, business ex- 
ecutive and author of various economic writings. Professor T. S. 
Adams declined to serve, because of ill health and pressure upon his 
time, but was induced to remain as a member of the committee. R. R. 
Bowker was appointed in his place, and has served as acting chairman. 
Mr. Mills departed for France in army service early in the year, and 


has left a vacancy in the committee. 


The committee, in endeavoring to practice as well as to preach co- 
ordination, communicated with the chairmen of the several commit- 
tees of the National Tax Association, working in cognate fields, i.e., 
Committee on a Model System of State Taxation, of which Professor 
Charles J. Bullock of Harvard University is chairman, Committee on 
Public Expenditures, of which Herbert J. Hagerman, president of the 
Taxpayers’ Association of New Mexico is chairman, and Committee on 
Inheritance Tax as Related Between State and Federal Revenue Sys- 
tems, of which Nils P. Haugen of the Wisconsin Tax Commission is 
chairman. Each of these committees reported, with the exception of 
the Committee on Public Expenditures, that it had not prepared a re- 
port or reached conclusions. A copy of each communication sent to 
the several members of your committee was sent simultaneously to 
the N. T. A. committees indicated above, and most of the chairmen 
have assisted your committee through correspondence, 


Important yn with this subject is to be 
found in the 15) on “Wealth, Debt 
ind Taxatio1 ts, the York State report 
‘axation, of which Og 
1916) of the Mayor's 
of which E. R. A. Selig 
tte These publications 

proper and timely. 
Segregation n in taxation are desirable as 
means toward the needed revenue for our fed 
éral. state. and simplest, most efficient, and 
t objection ns must stand the test of fitting 
best into our rder. The inequities resulting 
from the use of r state taxation have been partly 
met by the des ssion, or other central authority, 
nts, but it is evident that in 
burdens of taxation now in 


ght is necessary toward a co- 


ordinated syste which the comprehensive budget 
and a centraliz propriations will be a part, but a 
part only 

The precis f sis for discussion by the com 
mittee, has been lified in accordance with, as far as 
practicable, tl ral members. It is, of course, im- 
possible, in our n, to present any entirely logi- 
cal schedule, sion existing between subjects, 
methods, means xation, e.g., taxes on imports or 
through inher tamps, or for roads. 
National, necess 

Import taxes necessarily national because for- 


bidden by Unite » states. 


Export taxes | States, and forbidden by United 


States Constitut 
National, prefer 

Excise taxes r distribution, or consumption) of 
liquors, tobacco r other commodities. Preferably 
national, espec | industries should be driven 
or induced from by higher or lower taxation. 

Income taxes ption of minimum and with dif- 
ferential and gra referably national, for like reason. 
If used also by st n the same scheme as national 
basis, to prevent 

Stamps— Stan bjectionable because of the per- 
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sonal time and labor required in providing and handling them dispro- 
portionate to the revenue collected through them. Stamp taxes on 
receipts, express service, telegrams, and other particularist taxes, as 
on railroad and theatre tickets, as well as like taxes collected from 
telephone companies, are as a matter of practice transferred by extra 
charges to the consumer, and constitute an additional burden, not on 
the operating companies, but to the user. When levied, they should 
be national, as uniformity is an important feature. 

Profits taxes on corporations or individuals, have not the disadvant 
age of sales taxes, because they do not add to price. Preferably na 
tional to insure even justice among the states, but may properly be 
divided with the states under a mutual collecting system. The diffi 
culty in taxing excess profits is that of obtaining a fair basis of in- 
vestment of valuation, but this is perhaps less difficult than obtaining 
true returns for many other forms of taxation. 

State, necessarily- 


Reali, ts On 


ana on mprovenicen 


gether are necessarily state, because theoretically the sovereign state 


owns the land, and because federal direct tax could not be levied, ex 
cept in proportion to population, without further amendment of the 
Constitution. Usually shared with local divisions of the state, levied 
and collected by one agency for both. 

State, questionabl y- 

Inheritance taxes preferably state, if income taxes are left to the 
national government. Evidence and opinions differ as to whether 
owners of considerable fortunes, except in occasional instances, change 
state residence to avoid high inheritance taxes, in which case national 
levy and collection would have advantages, as in respect to income 
taxes. 

Road taxes, for construction and maintenance of roads, formerly 
levied on abuttors by “day’s work,’ necessarily changed in relation 
by automobile use delocalizing them. Levied on users, through auto- 
mobile licenses, the tax falls less on local people than on automobile 
owners. This is properly not a license tax, but a use tax, and should 
be levied for the benefit of the state or locality, in the proportion in 
which each constructs or maintains roads. 

State, preferably— 

Corporation taxes, as such, belong theoretically to the body creating 
the corporation, usually the state. Levied on organization or stock 
issues, or dividends, or earnings, they have become the means by which 
one state endeavors to obtain a larger proportion of corporate organi- 
zations incorporated under its laws, which has led to large abuses. 
Corporation taxes may, therefore, be levied more wisely as income or 
profit taxes, uniform among the states. 


Local, preferably— 


Licenses for the practice of callings, or for like purposes, are prop- 
erly a source of local revenue, since the calling is attracted to a par- 


Separately or to 
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ticular place by rt have the added advantage, 
e.g.. in New ¥ residents in other states or 
counties are th e their quota of taxation to 


the communit' 


Ob T cli ynable 


Sales taxes nable because, repeated at each 
stage of distr ely, in increasing ratio with 
each transfer er, increasing prices in geo 
netrical ratio. 

Personal pro} n use, have long been con- 
demned by eco ] 1, though favored by some 
under improved practiced in Minnesota. 
Differing among mmediate effect of driving 
taxpavers from nducing changes to states 
offering lower ra tive of falsity and trickery, 
and should in g¢ r taxing methods. 

Poll taxes, 01 isually levied upon voters, 
sometimes with vote unless the poll tax is 
paid. The tax buving votes, and has been 
abandoned in f revenue and ill-advised 
in practice, thous 

This schedule rs in large generalization taxes 
in common us¢ xperiment, without attempting 
to discuss in an} estions involved, as the “single 
tax,” the desirab multiplied subjects and meth- 
ods of taxation, t x of the several taxes, or the 
relative value or t as clearly objectionable 
taxes are indicat r to what extent it may be de- 


sirable to consid in connection with the pres- 


ent investigation 1 by the committee, but it is 
evident that on tial in the discussion of co- 
ordination—the | rtain taxes, as income and in- 
heritance taxes, | 1 state governments, as the 
proceeds of land tween state and local gov- 
ernments. Certai ent, which would have been 
serious previous t w be considered as passed; 
but if there is to | 1reful coérdination between 
federal and state ia non, with assessments 
rolls in common or r, and whether federal or state 
machinery shall be careful consideration. Cog- 
nate with this sul already in practice in Con- 
necticut with res} n, that a state tax should be a 
surtax on the basi while it goes without saying 


that the closest } formity of tax legislation 
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among the several states is necessary for proper equalization of tax- 


ation. This preliminary report is presented as merely an outline sur 
vey of the field of discussion, and makes liitle attempt at solutions or 
recommendations. 

The committee will be glad to receive comment, criticism, and sug 
gestion from any member of the Association; and it asks that it may 
be continued with a view to further report, and that it may have power 
to fill vacancies within its membership, unless filled by the President 
of the Association.’ 

Respectfully submitted. 

R. R. Bowker, Acting Chairman. 

1 Professor Lutz concurs in this report; Professor T. S. Adams notes the 
exception that he considers inheritance as well as income taxes should be pri- 
marily federal; Prof. H. C. Adams non-concurs, emphasizing “the market 


jurisdiction of industries” in relation to taxation 
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1. Report of Org rican Economic Association. Pp. 46. $ 50 6 S 
2-3. *Relation pality to the Gas Supply. By E. J. 
james, 
4. Codperation Albert Shaw. Pp. 106. 7s 
Cooperatio: W. Bemis Pp. 136 
6. *Relation of al Action. By H. C. Adams. Pp. 85 . 
2-3 
4-5 
ne II, 1887 6 T 
. Three Phases e West. By Amos G. Warner. Pp. 119. .75 
2. Historical Ske f Pennsylvania. By T. K. Worthington 
Pp. 106 75 
3. The Railway Q J. James. Pp. 68. 7 I: 
4. Early History n Industry. By W. J. Ashley. Pp. &5 2-3 
5. Mediaeval Gu E. R. A. Seligman. Pp. 113. 4-5. 
0. Relation of } pa s to Quasi-Public Works. By H. C . F 
Adams a : 
ne III, 1888 Ss 
1. Statistics ir ght; Sociology and Political Economy, 
by F. H sgal-Tender Decisions, by E. J. James. 2 4 
2. Capital and Its B. Clark. Pp. 60 7% 5-6, 
3. The Manual Lz \. Walker; Mine Labor in the Hocking 
Valley, port of the Second Annual Meeting. 
Pp. 86 75 
4-5. ** Statistics Richmond Mayo-Smith, Pp. 127. 1.00 
6. The Stability N. Patten. Pp. 64 mc 
: 
1-3. 
ne IV, 1889 
1. Contributions t n: The Theory of Wages, by Stuart 


Wood; f ntific Law of Wages, by J. B. Clark. 

Pp. 60. 75 
2. Socialism in | ey Webb. Pp. 73. 75 
3. Road Legislati an State. By J. W. Jenks. Pp. 83. 75 
4. Third Annual 4 t of the Proceedings. Pp. 123. 75 


Malthus and R j atten; The Study of Statistics, by D. R 1-3. 
Dewey; A : Economy, by W. W. Folwell. Pp. 69 
6. An Honest I Andrew Pp. 50 
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Publications of the American Economic Association 


Volume V, 1890 


1. The Industrial Transition in Japan. By Yeijiro Ono. Pp. 122. 1.00 
2, Two Essays on Child-Labor. By W. F. Willoughby and Clare de 
Graffenried. Pp. 150. 75 
3-4. Papers on the Canal Question. By E. J. James and L. M. Haupt. Pp. 85. 1.00 
5. History of the New York Property Tax. By J. C. Schwab. Pp. 108. 1,00 


[he Educational Value of Political Economy. By S. N. Patten. Pp. 36. .75 


Volume VI, 1891 


1-2. Fourth Annual Meeting: Reports, Papers, Discussions. 1.00 
3. Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102. .75 
4-5. Municipal Ownership of Gas in the U. S. By E. W. Bemis, Pp. 185. 1K 
6. State Railroad Commissions. By F. C. Clark. Pp. 110. 75 


Volume VII, 1892 


* The Silver Situation in the United States. By F. W. Taussig. Pp. 118. 75 
2-3. **Shifting and Incidence of Taxation. By E. R. A. Seligman. Pp. 424 
(Revised). 2.00 


5. Sinking Funds. By Edward A. Ross. Pp. 106. 
[The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. .75 


Volume VIII, 1893 


Fifth Annual Meeting: Report of the Proceedings. Pp. 130 75 
2-3. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 1.00 
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Sixth Annual Meeting: Hand-Book and Report. Pp. 73. 
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Seligman. Pp. 222. (See 1908, No. 4.) I 
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. 478. 1.50 
4. Poor Laws of Massachusetts and New York. By John Cummings. 
Pp. 136. 75 
5-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. 
< Pp. 204. (Jn Cloth, $1.75.) 1.25 
Volume XI, 1896 
1-3. Race Traits and Tendencies of the American Negro. By F. L. Hoffman. 
Pp. 330. 1.25 
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THIRD SERIES 
Nots.—During 1896-1899 the Association issued its publications in two series, viz.: the bi 
monthly Economic Studies, and the “New Series” of larger monographs printed at irregular 
intervals. In 1900 it reverted to the policy of issuing its monographs, now called the “Third 
Series” of the publications, at quarterly intervals. 
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